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INSTITUTIONALISM AND WELFARE ECONOMICS 


By Morris A. CopeLtanp* 


We in the West are proud—and justly proud—of our free enterprise 
economic system. Nonetheless, if you look for the kind of rounded 
description and explanation of this type of system that the proverbial 
man-from-Mars would need in order to understand in broad terms 
what it is and how it works, you will not find one. I know of no pub- 
iished explanation that does not leave important gaps and does not 
badly need to have a number of qualifications attached to it. 

Such descriptions and explanations of the free enterprise way of 
organizing economic activity as we have are to be found chiefly in 
connection with statements of principles of economics in general in- 
troductory texts and texts on intermediate theory. These statements 
commonly tell only a part of the story of free enterprise and a rather 
misleading part at that. The aspects of a free-enterprise economy that 
they typically select for consideration can fairly be characterized as 
mechanisms, aspects that lend themselves to the techniques of model 
analysis. And they slight what may be called the organic aspects of a 
private-enterprise economy, particularly those aspects that reflect 
changes in legal and economic institutions, and those like the master- 
servant relationship that are not easily treated in the terms of an 
individualistic ideology. I do not mean to say that most introductory 
and intermediate theory texts neglect these organic aspects entirely; 
only that consideration of them is often very scanty and is quite com- 
monly put in a separate chapter rather than made a part of the ex- 
planation of the private enterprise way of organizing economic activity. 
But such scantiness and separateness of treatment can be an extremely 
serious fault, particularly when one is concerned with the public-policy 
implications of a statement of principles of economics. 

* Presidential address delivered at the Seventieth Annual Meeting of the American Eco- 
nomic Association, Philadelphia, Pa., December 28, 1957. The author gratefully acknowl- 


edges the helpful criticisms of drafts of this paper given him by his colleagues Douglas 
Dowd, Alfred E. Kahn, and Chandler Morse. 
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For a time I had planned to try this evening to indicate in some 
detail the kind of statement we ought to have for our free enterprise 
way of organizing economic activity. But even an illustrative formula- 
tion would have taken far too long and would have required my making 
many points that are commonplaces for all of you along with less 
familiar ones. Instead, therefore, I have decided to concentrate on 
some of the leading public-policy implications that such a statement 
would entail. 

I 


When we speak of a nation or community as having a free enter- 
prise economic system, we imply by the word system that while there 
is 0 general manager managing its economic activities, the people that 
make up the nation or community in large measure act as if there were. 
An adequate descriptive and explanatory statement for this kind of 
economic system would call for taking at least the five following steps: 
First, one should specify what general or central management functions 
under such an arrangement are performed without a genera’ manager. 
Second, one should identify and describe the institutions that perform 
these central management functions, for it is human institutions—not 
an Unseen Hand—that serve in lieu of a general manager. Third, one 
should explain how these institutions work, indicating the part played 
by each institution in each function. Fourth, ore should consider any 
deficiencies in the way the institutions perform the functions. And 
fifth, one should note the public-policy implications of such deficiencies 
and consider what institutional changes have improved or might im- 
prove the performance of the functions. This fifth step would, of course, 
give us only a part of the answer to the question, What public economic 
policies should we adopt? But it is a significant part, because the func- 
tions provide something like an objective basis for policy judgments. 
Much of what I want to say relates to this part. 

But what central management functions do institutions perform in 
our economy? In the interests of brevity I will not attempt to enumerate 
them systematically. There are four that are our immediate concern; 
two others I will take note of presently. The four are: first, determining 
how much of each good the economy is to produce; second, determining 
who is to do what, and seeing that the work gets done; third, determin- 
ing how and where the available nonhuman resources are used; and 
fourth, determining the distribution of the economy’s product. These 
central management functions are all quite familiar. In fact they may 
be said to be a primary concern of the principles-of-economics or model- 
analysis type of statement of our free-enterprise system. 

The list of institutions that participate in the performance of these 
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four functions is fairly long, so I will mention only two of them to 
which I propose to give particular attention: the profit system and 
competition. 

Before considering these two institutions let me say a few words 
about some shortcomings of the principles-of-economics or model-analy- 
sis type of statement of our free enterprise system. For one thing it 
largely ignores one of the main central-management functions, that of 
establishing the master-servant relationships that make a business 
organization possible. I want presently to comment on this function. 
Another shortcoming of the model-analysis type of statement is that 
it almost inevitably plays down historical changes and intercountry 
differences in economic organization. The same “principles of eco- 
nomics” are assumed to apply before and after the industrial revolu- 
tion; the same “principles” to apply to all free enterprise countries. 
A third major shortcoming is that a very inadequate basis is provided 
for analyzing deficiencies in the way human institutions perform cen- 
tral-management functions. 

It is true the model-analysis type of statement of a free-enterprise 
system gives full recognition to the imperfections in our economic or- 
ganization arising from private monopoly. And at least since Keynes’ 
General Ticory such statements have fully recognized the undesirable 
consequences of an inadequate level of aggregate demand. But there 
have been other serious deficiencies in the way our institutions have 
performed central-management functions. One of the principal amend- 
ments needed in the model-analysis type of statement is that the dis- 
cussion of the four central-management functions with which it is 
primarily concerned should include a more comprehensive and system- 
atic treatment of these deficiencies and of any changes in institu- 
tional arrangements that have served or might serve to remedy them. 

More than a century ago John Stuart Mill in the last chapter of his 
Principles incorporated a systematic treatment of the problems he saw 
arising from the institutional deficiencies in the British economy of his 
day and the measures that had been or could be taken to remedy them.’ 
We very much need an amended and modernized vision of Mill’s treat- 
ment, for there are significant differences between that economy and 
ours today. Also we have acquired in the meantime a good many signifi- 
cant bits of economic knowledge that would be appropriate for bringing 
his last chapter down to date either for the British economy or for ours. 
Nonetheless no really comprehensive modern formulation along these 
lines has been put together. It is true that in the decade or two before 


*J. S. Mill, Principles of Political Economy, Ashley ed. (New York, 1923), Book V, 
Ch. 11. 
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the great depression a good deal of work was done on this phase of 
economic theory. But unfortunately since the early 1930’s little atten- 
tion has been paid to the subject. Surely it is time economists took it up 
again. 

I want therefore to indicate what a modernized version of Mill’s last 
chapter would entail. I propose to do so by noting some of the main 
points—in addition to those relating to monopoly and to inadequate 
aggregate demand—that it should deal with. These points can conven- 
iently be grouped under two heads, those that relate particularly to the 
working of the profit system and those that relate primarily to the way 
competition works. 

Let us take the profit-system points first. The working of the profit 
system is inevitably conditioned by the legal rules that govern the con- 
duct of business and by the business practices that have developed 
under those rules. Satisfactory operation of the profit system assumes 
that what is profitable is also good public policy and that what is good 
public policy is also profitable. Of course this assumption is true only 
to the extent that we have developed legal rules and practices under 
those rules that make it true. And it is scarcely conceivable that the 
rules and practices that have developed could be so perfect that what is 
profitable and what is good public policy would completely coincide. 
But to the extent that they do not, there are deficiencies in the way our 
economic institutions perform basic central-management functions, de- 
ficiencies in the way the profit system works, most of which are not 
suggested by the model-analysis type of statement of the free-enter- 
prise way of organizing economic activity. 

Let me cite a number of illustrations or ways in which our legal sys- 
tem and practices within the law have been responsible historically for 
significant divergences between what is profitable and what is good 
public policy. I will cite them but for the sake of brevity I will not stop 
here to consider, case by case, what has been done toward correcting 
these defects in our scheme of pecuniary incextives. 

1. Petroleum and natural gas resources. As has been pointed out by 
various students of these resources, notably Joseph E. Pogue, the ap- 
plication of the so-called wild animal theory of property to our subsoil 
mineral rights has led to competitive drilling and a consequent waste 
both in the excessive number of wells drilled and in the needlessly in- 
complete extraction and utilization of the oil and gas.” 

2. Short-term leases. As A. C. Pigou has so clearly explained in his 
Economics of Welfare, ii is nearly impossible to draw a short-term lease 

?J. E. Pogue, Economics of Petroleum (New York, 1921), Ch. 3 and 28. See also C. G. 


Gilbert and J. E. Pogue, The Energy Resources of the United States: A Field for Re- 
construction, U.S. National Museum Bull. 102, Vol. I, 1919, esp. pp. 84 ff. 
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for a parcel of real estate that will give the lessee the same incentive to 
take care of the property that an owner would have.* 

3. The individual labor bargain. If what is profitable is to be in 
accord with the public interest, no one should ever be able to do any- 
thing that imposes any cost on the community beyond the cost he him- 
self has to bear. But there have been various circumstances under which 
an individual could do something without paying the full cost. It has 
frequently been said of such a situation that the individual had to pay 
only the money cost, not the human cost. Thus the difficulty with the 
kind of bargain likely to be reached between an individual employee 
and an individual employer in the absence of protective labor legisla- 
tion has often been thought of in terms of this distinction. But “human 
cost” is a vague, subjective concept. The costs an employer or other 
individual avoids ought to be more definitely identified. They commonly 
can be more definitely identified by a form of social accounting pro- 
posed by J. M. Clark. As he puts it—and his point is quite independent 
of any monopsony element in the bargaining—the cost of living is a 
kind of overhead cost to the labororer, but the labor contract makes 
wages a direct cost to the employer.* Indeed the labor contract is a 
species of short-term lease. It is similar to a real-property lease in that 
it gives the lessee (the employer in this case) an inadequate incentive 
to take reasonable care of the worker’s health and safety. Further, under 
such a short-term lease the employer can be expected to avoid the kind 
of responsibility for a worker’s maintenance when business is slack and 
when the worker is superannuated or technologically unemployed that 
he would have to assume if the worker were his property. 

4. De facto torts. The distinction between money cost and human 
cost has been applied also to various other circumstances under which 
an individual could do something without paying the full cost. And in 
general, social cost accounting makes possible a more definite identifica- 
tion of the costs he has avoided. An important class of such avoided 
costs involve what I have elsewhere analyzed as de facto torts, situa- 
tions in which an individual inflicts damage on another person or 
another person’s property or exposes another person’s life or limbs to 
danger, without that other person’s having a reasonably adequate 
remedy at law.® There have been many cases of this sort, among them 
cases involving unsafe buildings and building installations, unsanitary 


* A. C. Pigou, Economics of Welfare (London, 1932), Pt. II, Ch. 9. 

*J. M. Clark, The Economics of Overhead Costs (Chicago, 1923), esp. Ch. 2 and 19. 
See also “Soundings in Non-Euclidean Economics,” Am. Econ. Rev., Suppl., March 1921, 
Proposition 5. 

°M. A. Copeland, “Communities of Economic Interest and the Price System,” in 
R. G. Tugwell, ed., Trend of Economics (New York, 1924), pp. 105-50. 
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arrangements and practices, air pollu:ion, stream pollution, soil ero- 
sion, spring floods and fall droughts, and uses of real estate in ways 
that adversely affect the value of nearby properties. 

5. Eminent domain. As Richard T. Ely emphasized, there are under 
existing property rights some types of project that, though definitely 
in the public interest, it has not been profitable for a private enterprise 
to undertake without the aid of a delegated right of eminent domain.° 
Projects such as constructing a railroad or a canal or damming up a 
stream are cases in point. 

6. Corporation management. The financiers and officers of a corpora- 
tion have often found ways to make money for themselves that have 
had the effect of taking money out of the pockets of the corporation’s 
stockholders. High finance has been a source of many large fortunes. 
Thorstein Veblen was by no means the first economist to give attention 
to this peculiarly lucrative form of pecuniary employment, but the 
penetrating analysis he gave it surely deserves mention here as we 
commemorate the hundreth anniversary of his birth.’ 

I have cited these six cases of significant divergences between what 
is good public policy and what is profitable to suggest that there have 
been a great number and a great variety of such divergences quite 
apart from any that result either from mere monopoly restrictions of 
output and monopsony restrictions of input or from inadequate aggre- 
gate demand. It seems to me economists should be actively concerned 
both to discover such divergences and to devise remedies for them. 

But I do not mean to imply that this task of correcting defects in our 
scheme of pecuniary incentives is one that can ever be completed. There 
will continue to be many significant divergences between what is profi- 
table and what is in the public interest. For one thing people’s ideas 
about what is in the public interest change with the passage of time. 
For another both economic conditions and the law are continually 
changing, and with changes in economic conditions and changes in the 
law new divergences are bound to develop. Indeed, when one reflects 
on all the aspects of the law that condition the profit system, it is clear 
it could hardly be otherwise. Anything like perfect coincidence of the 
profitable and the common good would require something like perfec- 
tion plus perfect up-to-dateness in the law of property; of conditional 
sale, lease and other forms of contract; of torts; of debt and collateral 
security; and of partnerships and corporations; not to mention the 


*R. T. Ely, Property and Contract (New York, 1922), esp. Pt. I, Ch. 20. 

*T. Veblen, The Theory of Business Enterprise (New York, 1915), Ch. 5 and 6. Also, 
“On the Nature of Capital: II. Investment, Intangible Assets, and the Pecuniary Mag- 
nate,” Quart. Jour. Econ., Nov. 1908, XXiII. (Reprinted in The Place of Science and 
Modern Civilization [New York, 1919], pp. 352-86.) 
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special kind of perfection and up-to-dateness that would be needed in 
our tax laws. 

One reason why such perfection and up-to-dateness are unlikely ever 
to be realized deserves special mention here. This reason involves an 
aspect of the profit system that by its very nature lies outside the field 
of phenomena the ordinary type of economic-model analysis can han- 
dle. In general any model for the profit system assumes the profit of a 
firm to be defined as the algebraic sum of a list of revenue and cost 
items; and throughout the analysis of such a model the list of these 
revenue and cost items must necessarily be held constant. Thus im- 
plicitly the analysis assumes the firm operates under some set of legal 
rules and interpretations of those rules, and takes the rules and inter- 
pretations as fixed. But certainly businessmen often give telling support 
to proposed legislation they deem good for their business, and they are 
continually seeking new favorable legal interpretations—or what comes 
to the same thing, new loopholes in the law—not to mention the fact 
that getting some special discriminatory favorable consideration from 
a public official has all too frequently been regarded as a profitable 
expedient. One thing the pursuit of profit means is seeking favorable 
changes in the way profit is defined and determined. 


II 


So much for the policy implications of the role of the profit system 
in organizing economic activity. In considering policy implications of 
the role of competition we need to note another central-management 
function, that of regulating the prices and other terms on which trad- 
ing takes place. This function is of course auxiliary to the four we have 
so far been largely concerned with, for they will only be performed as 
they should be if the economy’s scheme of pecuniary rewards and in- 
centives is appropriate to induce such performance, and we will only 
have a scheme of pecuniary rewards and incentives that is appropriate 
in all its details if the regulatory function is properly performed, 2.e., 
if the prices and the other trading terms are just right. So far as we 
rely on the impersonal operation of institutions for performing this 
auxiliary regulatory function we rely primarily on the institution of 
competition. 

Under the hypothetical conditions of a perfect competitive market 
the operation of the regulatory function is quite simple. Buyer compe- 
tition pushes prices up, seller competition pushes them down to a uni- 
form level that leaves no potential buyer or seller who is willing to trade 
at that level unsatisfied. However an actual market adjustment that 
approximates this kind of perfection will not necessarily be one that 
conforms to sound public policy. The price may represent a cut-throat 
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competitive level; indeed in its pertinent empirical sense marginal cost 
pricing would mean cut-throat pricing for most businesses most of the 
time. Moreover, the market that approximates the perfect model might 
be—say—the market for a dangerously infected food or the market for 
the services of prostitutes. Still the clearest case for relying primarily 
on competition to produce an adjustment that conforms to sound pub- 
lic policy is in a market where there are many traders on both sides 
and where all terms except the prices are uniform and fixed so that 
perfect market conditions are approximated. 

Alternatively when price competition and competition on other terms 
of trade are combined, the regulatory function may be impaired. In- 
deed, as Henry Carter Adams long ago pointed out, in such circum- 
stances the tendency may be to lower the plane of competition and 
“force the moral sentiment pervading any trade down to the level of 
... the worst man... in it.” This quotation comes from Adams’ essay 
entitled “The State in Relation to Industrial Action.’””* 

An extreme difference between the number of buyers and the number 
of sellers in a market is a further circumstance that may impair the 
regulatory function of competition, for it is likely to mean that the less 
numerous traders on the one side of the market are specialists at the 
trade, while the very much larger number on the other side are ama- 
teurs. 

Nonetheless, where the more numerous traders are buyers, even 
when sellers are competing in quality of product and in sales effort as 
well as in price, provided certain conditions are satisfied, it is possible 
that the regulatory function of competition may be reasonably well 
performed. Some years ago J. M. Clark proposed the term “workable 
competition” for these conditions.* The two main ones he specified are: 
(1) that the demand curve confronting the individual seller shall be 
neither too elastic nor too inelastic, and (2) that there shall be just 
enough of a tendency for sellers to cut prices in dull times and raise 
them when business is brisk—that is, just enough demand elasticity 
and just enough price flexibility to assure prices that shall be neither 
unreasonably high nor unreasonably low. But presumably Clark had 
in mind at least one further condition. I assume he meant a market in 
which a limited number of sellers announce their prices and other terms 
of sale in advance and in which buyers are moderately well—though 
not too promptly—informed regarding seller deviations from list prices. 

*The State in Relation to Industrial Action, Publications of the American Economic 
Association, Vol. I, No. 6, 1887. This essay and Adams’ presidential address are reprinted 
in J. Dorfman, ed., The State in Relation to Industrial Action and Economics and Juris- 
prudence (New York, 1954). 


* J. M. Clark, “Toward a Concept of Workable Competition,” Am. Econ. Rev., June 1940, 
XXX, 241-56. 
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The concept of workable competition is undoubtedly a highly signifi- 
cant forward step in our understanding of the regulatory function; and 
I hope and expect Clark will give us a further significant forward push 
tomorrow afternoon. However, let us not forget that the conditions 
needed to make a market “workably competitive” are quite special con- 
ditions; also that there are serious difficulties in controlling these condi- 
tions and in knowing when they are realized; further that there are 
various markets to which they do not apply; and finally that these 
conditions seem pertinent primarily to the price levels charged by the 
firms in an industry, not to the price differentials between the different 
specifications of a product or between different delivery points. We are 
still a long way from having a realistic, genera!ly applicable concept of 
competition that can be depended on for a reasonably adequate per- 
formance of the regulatory function. 

Nonetheless there continue to be two main ways of viewing this 
regulatory function, especially as it applies in the strictly private enter- 
prise area, i.e., the area including all private, nonfinancial enterprises 
except those classed as public utilities. It will be convenient to call 
these two ways the institutional-supplements view and the perfect- 
market view. 

Anyone who delves into the history of our Association will be im- 
pressed by the extent to which it was the institutional-supplements view 
that provided the impetus to its establishment. The most active leaders 
were young men in their thirties, like Adams, Ely, and J. B. Clark. 
Fresh from their studies in Germany, these men believed various gov- 
ernment actions were needed to supplement the working of competition 
in the performance of the regulatory function. Let me cite the first sen- 
tence of the statement of principles they wrote into the Association’s 
original constitution: “We regard the state as an agency whose posi- 
tive assistance is one of the indispensable conditions of economic prog- 
ress.””** 

The other view of the regulatory function of competition I call the 
perfect-market view because it tends to regard the perfect-market model 
as the norm which most markets should be made to approximate. On 
this view if monopolies are effectively prevented or effectively broken 
up, and if undue integration and unfair competitive practices are effec- 
tively prohibited, the regulatory function of competition will be ade- 
quately performed, so that, except for such efforts to maintain fair 

® Report of the Organization of the American Economic Association, Publications of the 
American Economic Association, Vol. I, No. 1, p. 35. Two of the older founders who had 
expressed their convictions that the state should have a positive role in the economy were 
the Association’s first president, Francis A. Walker, and Andrew D. White. White was the 


first president of Cornell University. Cornell has just celebrated the 125 anniversary of 
his birth. 
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competition, a policy of laissez faire can and should in general be 
followed. 

If in 1885 this perfect-market view was somewhat overshadowed by 
the view that in various circumstances positive government action is 
needed to supplement the regulatory influence of competition, it seems 
fair to say that since that date there has been a recurring tendency for 
economists to revert to a laissez-faire position. Indeed at the Associa- 
tion’s fiftieth birthday party this tendency received some attention. 
Frank A. Fetter, the toastmaster on that occasion, spoke of laissez 
faire as “that most persistent concept . . . with more than the proverbial 
nine lives of the cat.” 

That was 1935. But the tendency is still with us. Consider, for ex- 
ample, the school of thought that Kenneth Boulding, naming it after 
Pareto, calls “Paretian welfare economics.” In his survey article on this 
school Boulding makes clear the thoroughgoingly /Jaissez-faire nature 
of its usual economic-policy conclusions. The main ones are “a strong 
predisposition in favor of ‘perfect markets’ ”; an insistence on “margi- 
nal cost pricing”; and “a general predisposition against” taxes that are 
deemed to “distort the . . . structure of economic activity’ (in other 
words against taxes that serve any regulatory purpose). 

Since “Paretian welfare economics” is pure theory, its policy con- 
clusions can be pure /aissez faire—so pure that they seem pertinent to 
a hypothetical model rather than to the real world. But not all Pare- 
tians concur. And on the more specific level the negative conception of 
public economic policy is less extreme, though it is still negative. Those 
who take the perfect-market view of the regulatory function of compe- 
tition tend to think of various government actions in regard to private, 
nonpublic-utility (nonfinancial) businesses as interferences with our 
free enterprise system, or—to use Boulding’s phrase—actions that “dis- 
tort the . . . structure of economic activity.” 

On the other hand those who take the more painstaking, institu- 
tionalist view of competition and the profit system tend to think of most 
government actions in this broad area as supplements to competition 
designed to make it and the profit system work better. The issue, then, 
is between regarding government actions in this broad enterprise area 
as interferences and regarding them as supplementary to the regulatory 
function of competition. 

But there is more to this issue. The perfect-market view tends to 
ireat differences in competition, provided it is reasonably fair, merely 
as a question of more or less. The institutional-supplements view re- 

™ Am. Econ. Rev., Suppl., March 1936, XXVI, 320. 


”K. Boulding, “Welfare Economics,” in B. F. Haley, ed., A Survey of Contemporary 
Economics, Vol. Il (New York, 1952), pp. 23-26. 
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gards the detailed nature of the function of competition and of the 
supplements to it that may be needed as varying from industry to in- 
dustry and market to market. Simply listing the forms that government 
action has so far taken and that now command quite general approval 
lends strong support to this latter, more painstaking institutionalist 
view. Let me mention a few: forecasting crop production; prescribing 
minimum quality standards for most meats and for fluid milk; estab- 
lishing grades and grade labeling for various commodities; a costly wire 
service providing day-to-day market information; requiring elaborate 
registration statements from the obligors of most large security issues; 
granting patent rights; insuring home mortgages; flexible regulation of 
margin requirements for security trading; requiring actuarial reserves 
for life insurance companies; requiring open competitive bidding in 
floating railroad securities. All these various forms of government ac- 
tion are aimed at supplementing the regulatory effects of competition 
so as to improve the operation of our economy. 

In general such supplements mean that the government introduces 
modifications in the conditions under which business managerial de- 
cisions are made. The important point is that these modifications, if 
they are properly devised, do not involve the substitution of govern- 
ment decisions for the day-to-day decisions by the managements of in- 
dividual businesses. We already have a great number and variety of 
supplements in this sense and as time goes on both the number and the 
variety seem likely to increase. Indeed economists should make it their 
business to discover and to propose new possible supplements. 

Government can, by such modifications in the conditions under 
which business decisions are made in a particular industry, exert a 
powerful influence toward decisions that more closely conform to the 
public interest. Theoretically at least, there is another possible kind of 
government action toward an industry through which such an influence 
could be exerted, another kind of action that would not involve substi- 
tuting government decisions for the detailed day-in-day-out managerial 
decisions of business. This other possible form of action is planning the 
constitution or structure of an industry. So far we have had no real 
experience in this country with such planning. The closest approaches 
are plans for the railroad industry that did not materialize. But per- 
haps one should also mention federal policy in disposing of surplus war 
plants after the second world war, private plans that have received 
judicial sanction in trust dissolutions and private plans to merge that 
have been disapproved. However, we have not really tried industry 
structure planning. But surely there should be instances where it would 
be possible to improve the functioning of competition through planned 
changes in an industry’s structure. I think we are likely one of these 
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days to experiment with this kind of government action. 

To my mind the fact that so little attention has been paid to this 
possibility is convincing evidence that the model-analysis oversimplifi- 
cations of the profit system and competition and the persistent pro- 
pensity for economic theorizing to push in a laissez-faire direction have 
tended to act as serious restraints on the freedom of economic inquiry 
and to discourage explorations by economists of ways—structural plan- 
ning, for example—to improve fhe functioning of our free enterprise 
system. At all events current explorations of this sort are distinctly 
timid. I venture to hope that as we become more precise in our state- 
ment of the way competition and other institutions perform the central- 
management functions, our explorations of how to improve our private 
enterprise system will grow bolder. 

Such greater precision should mean regarding many of the things 
government does in the economic sphere as supplements to the working 
of our free enterprise system, not as interferences with it. But there are 
clearly ways in which government action can interfere. Let me mention 
one. Freedom of enterprise means the management of a business has a 
wide discretion regarding the transactions it enters into so that in gen- 
eral for any individual transaction no other party’s consent is needed 
except the consent of the other party to the transaction. But any law 
that leaves an unduly wide discretion to judicial interpretation, how- 
ever laudable it may be substantively, interferes with freedom of en- 
terprise during the period when it is being interpreted. Having to get a 
determination of the meaning of such a statute by a law suit can be 
quite as serious a restriction on enterprise freedom as it would be to 
have to get approval for a budget item from the economy’s central 
manager if we had one. Every new law requires some interpretations; 
the vaguer or newer its wording the more it requires. The recently en- 
acted internal revenue act is an example. We have put a needlessly 
large number of such free-enterprise-restricting provisions on the stat- 
ute books during the pasi 25 years. 

The two views of competition I have distinguished often differ on 
the adequacy of competition as a regulator that will induce the firms in 
a given industry to produce products of a sufficiently high quality and 
prevent them from charging an unduly high level of prices. Hence they 
often suggest different economic policies. But let me conclude my dis- 
cussion of competition by commenting briefly on a matter of policy on 
which these two views largely agree. They agree in condemning dis- 
criminations in prices and in other terms of trade that serve no public 
purpose. And many of those who take the perfect-market view would 
agree with those who take the institutional-supplements view that com- 
petition is inadequate as a regulator when it comes to price differentials 
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and other discriminatory practices; for competition frequently means 
discrimination. In fact a competitor that gets ahead in an industry may 
do so in substantial part by developing business connections, i.e., ar- 
rangements that give him preferential treatment in terms of financing, 
in terms of purchase, in access to market information, in the award of 
private contracts, even preferential treatment in the administration of 
a public office. The fact that various businessmen who have become 
public officials seem to have found it difficult to understand our con- 
flict-of-interest laws bears witness to the prevalence of such discrimina- 
tory arrangements in the business world. They are not only prevalent; 
many businessmen seem to think freedom to make such arrangements 
is an essential feature of our free-enterprise system. 

If there are significant restrictions on unjustifiable discrimination in 
prices and other terms of trade today they must be attributed largely 
to various supplements to the regulatory influence of competition. Both 
public opinion and business ethics impose such restrictions. And there 
are some legal restraints too, e.g., in the Robinson-Patman Act. But 
there should be quite general agreement among economists that the 
right to develop business connections that give a firm preferential treat- 
ment is not a necessary part of our free enterprise system and that 
there is need to eliminate the many unjustifiable discriminatory prac- 
tices still extant in the business world. The problem here is partly one 
of what means can be used to eliminate such practices but importantly 
also it is one of how to distinguish these practices from differentials in 
prices and other terms of trade that are in accord with the public in- 
terest. I hope the problem of how to make this distinction will be given 
far more intensive study during the next several years than it has yet 
received. 


Ill 


Although our free enterprise system operates without any central 
management, production is in large part carried on in organizations 
each of which specializes in particular phases of the productive process 
and each of which is under the direction of a management. Hence it 
has sometimes been said that while our economy has no general man- 
ager it has a large number of functional foremen. Because there are 
many organizations engaged in the productive process—many business 
enterprises each of which is a social organization, not merely a single 
individual—our economy involves the central-management function of 
providing for the functional foremen—determining who shall act as 
foremen, clothing them with authority to act as foremen, and imposing 
on others who participate in the work of any business enterprise the 
duty to obey its management. 
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Basically provision for the economy’s functional foremen is made 
by two institutions, property and the wage system. The form of prop- 
erty involved is the business proprietorship or net worth. From the 
point of view of the accountant net worth is merely a residual claim to 
the assets of a business, what is left of the assets after the claims of 
creditors are satisfied. But the title to a business is much more than this. 
In the case of a sole proprietorship it conveys to the proprietor the 
right to manage the business and the right to the profits derived from it. 
In the case of an incorporated ente:prise these rights are conveyed to 
the corporation as a legal person, which means in effect that the man- 
agement is vested in the corporation’s directors and officers. 

The title to a business clothes the economy’s functional foremen with 
managerial authority. At the same time the wage system imposes on its 
employees the obligation of subservience. As John R. Commons in- 
sisted, the wage bargain is more than a mere bargaining transaction 
between equals before the law, it is also what he called a “managerial 
transaction.” It makes “One person . . . a legal superior who has the 
legal right to issue commands. The other . . . a legal inferior who, while 
the relation lasts, is bound by the legal duty of obedience.””*” 

Thus the institution of the business proprietorship and the wage 
system together provide for the establishment and operation of business 
enterprises that are not mere one-man affairs but social organizations, 
and also provide for the expansion of such organizations. And in this 
kind of a social organization the management not only issues orders to 
the empleyees but also in any large enterprise it prescribes and ad- 
ministers rules governing their conduct as employees and inflicts penal- 
ties for disobedience, among others the penalty of dismissal. It need 
scarcely be said that making and administering shop rules and inflict- 
ing penalties involve quasigovernmental powers; the setting up a busi- 
ness organization means in fact establishing a kind of industrial gov- 
ernment. 

When we in the West speak of our free way of life we commonly 
have in mind both our free enterprise system and our bill of personal 
rights and liberties. Sometimes I fear it has been assumed that the two 
types of freedom involved are one and the same. They do have a good 
deal in common, it is true, but they are not the same, and particularly 
when we are considering the way business proprietorship and the wage 
system provide for our economy’s functional foremen, it is urgent to 
distinguish them. 

Let us briefly recall the main items that have so far attained a recog- 
nized place in our bill of personal rights and liberties. These include: 
the right to vote, eligibility to hold public office; the right to a fair 


* J. R. Commons, Institutional Economics (New York, 1934), p. 64. 
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trial; and (though we are less proud of this one) the right to discrimi- 
nate arbitrarily in choosing one’s friends. They include also: freedom 
of one’s person and freedom to move about at will; freedom of one’s 
property from search, seizure and the infliction of damages and (in the 
case of real estate) from unauthorized entry; freedom of assembly and 
association; freedom of calling and, for each household, freedom in the 
management of its budget; freedom of thought and its expression (in- 
cluding religious freedom); freedom from retroactive legislation. Of 
course these freedoms are not absolute; they are subject to various 
limitations. Thus freedom of one’s person does not exclude imprison- 
ment as a penalty for a crime. 

Some of these items in our bill of rights are necessary to our private 
enterprise system. Freedom of consumer’s choice and freedom of call- 
ing are essential features of the institutional framework we depend on 
for organizing economic activity. Further, workers must have freedom 
to move about, and in some degree freedom of their persons and free- 
dom of thought to make our economic system operate as it does today. 

The overlap of the legal foundations of our economic organization 
and those of personal freedom consists partly of these common bill-of- 
rights items. But there is another part of the overlap too. This consists 
of a number of rights and freedoms for the business enterprise itself 
that are included in the legal foundations of our economic system and 
that are more or less precise counterparts of the items in the bill of 
personal rights. Thus if our economy is to operate as it does today, a 
business corporation, likewise an unincorporated enterprise, must have 
the right to a fair trial and must in some sense have freedom of its 
property from seizure, search and the infliction of damages and (in 
the case of real estate) freedom from unauthorized entry. Also a busi- 
ness enterprise must have substantial freedom from retroactive legisla- 
tion and something like a counterpart of freedom of calling and house- 
hold budgetary freedom—a substantial degree of freedom of contract 
and freedom in making up its budget. But freedom of contract should 
not mean the right to discriminate arbitrarily. Further no business 
enterprise gua business enterprise needs the right to vote or to hold 
office, or freedom of its person, or freedom of its thought, so long as 
owner-operators and employees in working for the enterprise have 
somewhat of both. And, except for a small special class of enterprises 
that need freedom to print, broadcast or exhibit, no business enterprise 
as such needs freedom of expression. 

There is a substantial overlap between our bill of personal rights and 
liberties and our free enterprise system. Nonetheless the two are sepa- 
rate and distinct. The reason for distinguishing them is that there have 
been serious problems in reconciling the two. Historically such prob- 
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lems arose in the process of developing legal rights that would put a 
creditor in as strong a position as possible to enforce a debt contract 
without jeopardizing the personal freedom of the debtor. The impor- 
tance of reasonable protection for the creditor in our present economy 
is obvious. But obviously too it has been necessary to rule out the possi- 
bility of enslavement or imprisonment for debt as a means of debt 
collection. 

Serious problems of reconciling the institutional arrangements for 
economic organization with those that give personal freedom have 
arisen too in another connection. When employees bargain with em- 
ployers as individuals the law has the effect of clothing the employers 
with autocratic quasigovernmental powers—the powers of prescribing 
and administering shop rules and imposing penalties. Partly in order 
to get rid of the restrictions on personal freedom that such autocratic 
powers entail and to give employees a voice in shop rules and provide 
something like due process in their administration there has been a de- 
cided shift of public policy toward favoring collective bargaining. But 
no doubt this shift is also to an important extent, like most other phases 
of labor legislation, a recognition that competition cannot be relied 
upon to perform the regulatory function in the labor market. 

I do not wish to minimize the problems connected with employer- 
employee bargaining. But for brevity I will pass them over with a 
single comment. So far as the interests of employees are concerned the 
case for substituting collective for individual bargaining is a strong 
one; but the substitution may leave the interests of an important 
group of third parties, viz. the consumers, quite inadequately protected. 

For brevity too I will pass over the question, How fully have we 
eliminated the restrictions on personal freedom that were introduced 
into our social order in the first place through the development of the 
employer-employee relationship? My present concern is not with what 
has been accomplished here. Rather it is with the general approach we 
have taken to deal with the conflict between our bill of rights and the 
rights of business management which are part of the legal foundation 
of our free-enterprise system. The approach has been to resolve that 
conflict by a significant curtailment of the rights of management, a 
significant restriction of the right to hire and fire. And the objective has 
been to promote personal freedom. Even if the accomplishment falls 
somewhat short of the intent, I think we should regard what has been 
done as illustrating a broad basic general policy proposition, viz.: When 
a conflict arises between our free enterprise system and the objective 
of developing and strengthening our bill of personal rights and liber- 
ties, it is the free enterprise system that should yield. 
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The reason for this is clear. The rights and freedoms of business 
enterprises that are part of the legal foundation of our economic organi- 
zation and that we have called counterparts because of their resem- 
blance to items in our bill of personal rights, differ sharply in one re- 
spect from the bill-of-rights items. And that difference is a fundamental 
one. We prize the items in our bill of rights for their own sakes. Our 
personal freedom is an end in itself. But we prize the business-counter- 
part rights and freedoms—what we call freedom of enterprise—because 
they are part of the legal foundations of our economic organization. 
They are means to an end, because the organization itself is a means to 
an end—the end of getting the things done that we as individual human 
beings want done. 

We rightly prize our economic organization because it has proven to 
be extraordinarily preductive and progressive and has enabled us to 
achieve an extraordinarily high level of living. But we do not prize it as 
an end in itself. We should therefore be open-minded about pessible 
further restrictions of business freedoms and other changes in it—-both 
changes that will supplement and improve the way economic institu- 
tions perform central-management functions and enhance our econo- 
my’s productiveness and progressiveness and changes that will enlarge 
and strengthen our personal freedoms. Twenty-five and more years ago 
economists were devoting a good deal of attention to the kind of wel- 
fare economics that is concerned with such changes in our free enter- 
prise system. It is high time to resume the active investigation of this 
kind of welfare economics. 
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CAUSE AND CONSEQUENCE OF CHANGES 
IN RETAILERS’ BUYING 


By Rutu P. Mack anp Victor ZARNOwITz* 


Business fluctuation is a contagious process that spreads from one 
corner and aspect of the economy to another. One of the many direc- 
tions in which expansion or contraction travels is a vertical one: buyers 
transmit fluctuation to sellers. It is important to understand not only 
what factors contribute to this vertical transmission but how rapidly it 
takes place. Must it wait on the sequence of actual production proc- 
esses, or does it travel by swifter channels? 

It is the contention of this paper that orders provide such a faster 
mechanism, and that transmission can start with the very first business 
agent serving consumers’ needs—the retailer. Orders placed by retailers 
tend to recede from peak levels and rise from trough levels before con- 
sumer buying does, and to fluctuate more widely. The immediate trans- 
mission of retailers’ buying to earlier stages of processing can explain, 
though it is by no means the only way to explain, why consumer buying, 
income, and production move up and down, as they often do, virtually 
at the same time. The analysis on which this assertion is based incorpo- 
rates precedents in acceleration theory. Its more particular form has 
evolved primarily from an effort to explain, in the light of business 
problems and practices, the observed relationships between sales to 
consumers, production and prices in the shoe, leather, hide sequence.* 

The argument has two parts as it proceeds from retailers’ to manu- 
facturers’ buying. Basic operating problems and business arrangements 
explain why retailers’ orders placed with their suppliers often reach 
peaks or troughs before, and rise higher and fall lower than, sales to 
consumers. The first section sets forth the observations and logic on 
which the assertion is based. The second examines evidence, derived 
chiefly from merchandising data for department stores, which bears 
upon the realism of the conception. 

*The authors are members of the research staff of the National Bureau of Economic 


Research. They wish to thank a number of people who have helped to limit error 
in this paper, particularly Geoffrey Moore, Frank Garfield and James Tobin. 

*The analysis of retailers’ buying was developed and explained in R. P. Mack, Con- 
sumption and Busjness Fluctuations: A Case Study of the Shoe, Leather, Hide Sequence, 
National Bureau of Economic Research (New York, 1956). This volume is subsequently 
referred to as Mack, op. cit. 
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The third section considers whether the lead and greater amplitude 
in retailers’ orders, relative to sales, is rapidly communicated to earlier 
stages of distribution and production. We contend that transmission 
can be virtually immediate and doubtless often is. Here again the logic 
of the position and the all too scant evidence are examined. In the con- 
cluding section, some of the implications of the analysis are discussed. 


I. A Theoretical Sketch of Retailers’ Buying 


The notion that retailers’ orders often reach turns ahead of sales to 
consumers and have a wider amplitude of fluctuation rests on five char- 
acteristics of retail store operation, of which four will be discussed 
presently and the last one a little later. We speak of stores other than 
food stores or those selling services or goods made to customers’ order. 
First, since consumers are not ordinarily willing to order and wait, re- 
tailers must have their wares in the store before they can sell them; 
consequently substantial quantities of the goods which retailers sell 
must have been ordered from suppliers several months earlier. Second, 
because retailers sell a wide variety of individual items, stocks must be 
carefully planned and every effort made to make them conform to the 
desired size and composition. Third, goods must be purchased at ad- 
vantageous prices and without undue risk that they may arrive too late 
to be of maximum use; since delivery periods and expected prices 
change, this involves alternately extending and contracting ownership 
positions. Fourth, neither extension nor contraction of the ownership 
position—goods on hand and on order—can be permitted to go too far; 
there are limiting zones beyond which it is thought dangerous to antici- 
pate needs or to wait upon deliveries. 

The first two requirements make it necessary to guess the successive 
seasons’ needs, to purchase at least part of them well ahead of time, and 
to correct promptly for unanticipated developments. Requirements 
three and four imply that retailers must give careful consideration to 
advantageous timing of buying, taking into account the prices and de- 
livery conditions which they foresee. These two sets of problems will 
be considered separately, the first as buying under stable market pros- 
pects and the second as buying linked to changing market prospects. 


Buying under Stable Market Prospects* 
Disregard for awhile the influence upon retailers’ purchasing of 


*Many of the essential aspects of this problem have been explored by J. M. Clark 
(“Business Acceleration and the Law of Demand,” Jour. Pol. Econ., March 1917, XXV, 
217-35), Lloyd Metzler (“Nature and Stability of Inventory Cycles,” Rev. Econ. Stat., 
Aug. 1941, XXIII, 113-29), and others. Conclusions of the shoe and leather study are 
given, Mack, op. cit., Ch. 7, 8, 9, and summarized in Ch. 10; the relationship between 
other acceleration models and the one presented here is discussed on pp. 133-34. 
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observed or anticipated changes in conditions in the markets in which 
they buy. What factors then determine their buying? 

In retail stores, the highly particularized character of the wares 
makes it essential that stocks be very closely controlled. Since a sub- 
stantial part of buying must always be done before customers’ orders 
are known—for most articles, perhaps three months before—purchases 
that anticipate requirements for the coming season must be based on a 
guess. Assume that the central tendency of the guesses of many retailers 
is that the level of past sales (implicitly corrected for seasonal charac- 
teristics) will continue, or occasionally perhaps follow a slight upward 
or downward trend. Recognition of the trend often takes the form of 
assuming that the percentage amount by which sales in recent months 
exceeded or fell short of those in the same month of the previous year 
will continue to apply. But how much further than this retailers typi- 
cally go is questionable. In any event, past sales doubtless form the 
core of the forecast, and buying predic2ted on expected changes, particu- 
larly upward change, probably has a ccuservative bias. 

If past sales form the core of the forecast, the error in forward pro- 
curement has the pattern, with signs reversed, of the rate of change in 
sales (the amount by which sales have changed between the date when 
the forecast is made and the date to which it looks).* The error is re- 
flected in stocks which .are larger than planned in proportion to the 
amount that sales have fallen, and smaller than planned in proportion 
to the amount that sales have risen. Just what the proportion will be 
depends on the particular character of the stock objective.* Of particu- 
lar importance in this context is that sales-stock ratio which must be 
validated within the season by adjustments of fill-in or make-up orders. 
It seems unlikely, if market prospects are deemed invariant, that the 
implemented ratio will be as large as the average sales-stock ratio. It 
is more likely that this validated incremental ratio will be greater than 
one but smaller than the average. 

But if stocks must always be held sharply to plans, the error in pro- 
curement must be corrected. This can be accomplished by enticing 
consumer buying by a decrease in selling prices or by repelling it with 
an increase. It may also be accomplished by changing the amount of 

* At times when trends are so well established as to be incorporated in forecasts and 
therefore in advance buying, they cause differences, in effect, to be calculated from a 
slanted line rather than a horizontal one. When, as is usual, comparison is made with the 
same month of the previous year, the special characteristics of last year’s sales also con- 
tribute to the error. See Mack, oP. cit., p. 106. 

*If stocks are meant to be held to a uniform figure, the incremental ratio is C; if incre- 
ments or decrements in stocks are meant to be once or twice those of sales, the incremental 


ratio is 1 or 2. If stocks are meant to be held at some constant ratio to total sales, the 
incremental ratio equals the average ratio. 
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new buying currently undertaken. We assume that a substantial por- 
tion of the corrections will be effected in the second of the two ways— 
by the corrective order which may be positive or negative; this is a 
fifth characteristic of retail store operation on which the argument 
rests. Under these assumptions, corrective buying approximately repro- 
duces the pattern of the rate of change in sales of the recent past. 

Significantly, the rate of change in sales (monthly first differences) 
has shown a strong tendency to lead sales proper. Statistics for depart- 
ment stores, 1919 to the present time, provide evidence. Leads of the 
rate of change over sales proper occurred at 30 turns, lags at 2 and 
coincidences at 6. The average timing for all comparisons was a lead 
of 3.4 months.’ Under the conditions outlined, this leading pattern will 
be reflected in corrective buying. 

If the argument and assumptions about retailers’ practice are sound, 
total stable-market buying, the sum of advanced buying (assumed to 
reflect current sales proper) and corrective buying (assumed to reflect 
recent first differences in sales) will have a tendency to lead sales 
proper. The turns in total stable-market buying will come between 
those of sales proper and of the rate of change in sales. Consequently, 
if sales do not retard before they turn, stable-market orders cannot lead 
sales. But even if retardation does anticipate the reversal in sales, 
orders may not lead sales. In order to judge whether the lead will be 
present, the shape of the sales curve and the weight of corrective buy- 
ing in the total must be considered.° 

In addition to the tendency toward a lead, the analysis implies an 
amplitude of fluctuation in buying which is somewhat larger than that 
of retail sales. Sales rise at an increasing rate during a considerable 
portion of their upward swing, and fall at an increasing rate during 


*The Federal Reserve Board sample of all department stores was used 1919-1941, and 
the merchandising sample thereafter (see note 9 below). * 5-mvuath moving average of 
monthly first differences was compared with sales proper. There are technical problems 
in measuring leads and lags on the basis of smoothed data, but they are not controlling. 
(See Mack, op. cit., pp. 54-59.) 

The time when first differences in sales reached a subcyclical peak or trough was 
compared with the corresponding turn in sales proper. The average lead at all matched 
turns for the first period was 3.7 months and 2.6 for the second period, with average 
deviations of 2.8 and 2.5 months respectively. The timing at turns in sales that took place 
in conjunction with cyclical turns in business at large, of which there were 16 for the 
total period covered, had an average lead of 5.7 months, whereas at other turns the lead 
averaged 1.7 months (the average deviations were 3.3 and 1.4 months respectively). 

* When the rise or fall in sales is large and retardation slight, the relative weight of 
corrective buying necessary to cause total stable-market orders to reverse ahead of sales 
is greater than when the rise or fall in sales is small and retardation strong. The weight 
of corrective buying in total buying is, according to our formulations, a function of the 
amount of buying dc ne for advance delivery on specified terms and the size of the desired 
incremental sales-stock ratio. See note 14. 
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much of their decline. Consequently, the extra emphasis that corrective 
buying places on rates of change will tend to add slightly to the ampii- 
tude of buying. In so far as the stock objective is to increase stocks 
when sales increase, this tendency is heightened. 


Market-Prospect-tied Buying 


If conditions are expected to change in the markets in which retailers 
purchase, it is often desirable to buy more or to buy less than would be 
justified on the basis of the considerations previously sketched. At some 
times retailers certainly do anticipate changes in the wholesale markets. 
Delivery periods may be expected to lengthen, prices may be expected 
to rise, and selections to become impoverished when cyclical or sea- 
sonal expansion is under way. At other times the anticipated changes 
are of the opposite sort. Under the first set of circumstances buyers 
purchase an increasing proportion of the expected seasons’ require- 
ments at the time when advance orders are placed, thus extending the 
average term of the order. The reaction to the second set of conditions 
is the opposite—they decrease the amount of goods bought well in ad- 
vance of the required delivery date and increase the proportion bought 
for immediate or short-term delivery. Also, orders may be greater or 
smaller than those justified by stable-market prospects, not strictly 
because of expected change but because actual changes in delivery 
periods or in selections had recently taken place and were expected to 
be maintained, and these had not yet been translated into appropriate 
action. 

The component of buying, then, that we call market-prospect-tied 
buying focuses on the proper short-term timing of buying; it is a re- 
sponse to recently observed or to expected change in the markets in 
which retailers buy. It can be positive, as it is when retailers provide 
for sales over an increasing span of months; such provision involves 
some extension of stock on hand and on order, the ownership position. 
It can be negative and cause the ownership position to contract. 

It seems likely that for goods whose supply is not subject to abrupt 
and extensive change, market prospects that favor an extension of the 
ownership position occur only when sales to consumers are rising; 
conversely, contractions occur only when they fall. This presumption is 
supported by the fact that movements of sensitive prices, or in the rate 
of change in prices of semimanufactured goods, tend broadly to parallel 
sales and changes in sales. If parallel changes in sales are a necessary 
(though not a sufficient) condition of shifts in market prospects, the 
component of buying tied to market prospects must add to the ampli- 
tude of fluctuation in retailers’ buying compared to that of their selling. 
Regard for market prospects may also often tend to set turns ahead. 
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There are many reasons why buying associated with bullish expecta- 
tions is likely to decline before sales start to fall, perhaps more nearly 
when increases in sales and prices start to diminish. A similar state- 
ment applies to bearish expectations. The problem is a complicated one 
and cannot be discussed here.’ Two points, however, should be borne in 
mind. First, it seems likely that market tension resulting from a heavy 
flow of orders for immediate delivery, such as positive corrective orders 
imply, would be readily interpreted as auguring a rise in prices or some 
difficulty in getting the more popular merchandise at short notice. 
Negative corrective buying, identified by the absence of usual fill-in 
orders, may foster the opposite interpretation. If so, buying motivated 
by changing market prospects would have some tendency to reproduce 
the pattern of corrective orders, including these early turns. The second 
point involves the amount of buying, positive or negative, associated 
with changing market prospects. This amount is reflected in the rate at 
which ownership position is being extended or contracted; it declines 
when the rate slows, not when extension or contraction ceases. Yet not 
only can a given rate not be increased indefinitely, but extension or 
contraction itself can proceed only within limits. For each commodity, 
business experience has shown that there is a stipulated number of 
weeks’ supply on hand and on order beyond which it is dangerous to 
extend procurement; movement toward the “hand-to-mouth” position 
likewise has its recognized limits. Thus the ownership position moves 
up and down within limiting bands beyond which risk increases rapidly. 
These reflections suggest that buying associated with changing owner- 
ship position would often reach peaks and troughs before sales to con- 
sumers; it would have a wider amplitude of fluctuation. 


II. Evidence Bearing on the Realism of the Theory 


Abstracting from seasonal variations, buying is a function, and not 
necessarily a simple one, of current selling and of the rate of change in 
selling. It is a function also of the current market position relative to 
the accepted limits thought necessary and proper, of delivery condi- 
tions, and of expectations about them and about prices.* All these in- 
fluences would presumably cause buying broadly to parallel sales but 
also to reach peaks and troughs before sales to consumers and to have 
a larger range of short-term fluctuation. 

The basic picture that has been outlined was developed in the course 

* Paragraphs numbered 4 to 8, pp. 243-46, Mack, of. cit. summarize what the study 
of the shoe, leather hide sequence seemed to suggest concerning why a lead is likely to 
be present. 

* Since actual change in delivery conditions and prices depends in part on the amount 


of market extension or contraction that is taking place, and expectations probably depend 
in part on current rates of change, there doubtless is circularity in the causal spiral. 
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of a study of the shoe and leather sequence. It was based on an effort 
to explain the relationships among branches of the industry in the light 
of the business objectives and methods revealed by conversations with 
retailers, wholesalers and manufacturers. In this sense, the theory it- 
self, like most theories that aim to explain the facts of existence, is 
generated partiy by empirical observation. Here we aim to confront 
it with the facts of a wider world than the one in which it was cradled. 

A stepwise procedure is chosen. First, statistics on orders and sales 
are examined to see whether some of the more obvious characteristics 
of the model are manifested. Other merchandising statistics are re- 
viewed for the same reason. Second, the evidence is examined to see 
whether the more distinctive features of the explanation are supported 
—the accelerator that relies mainly on corrections, and a component of 
buying which is linked to changing market prospects. 


Timing and Amplitude of Sales and Orders 


Information on new orders placed by retail stores is provided by de- 
partment stores that have reported to the Federal Reserve Board since 
1940.° The sales of these stores are compared with their orders in 
Chart 1. To facilitate study of the time series, their usual seasonal pat- 
terns have been removed. Movements, selected independently in each 
series, have any of the following characteristics: a sequence of rising 
followed by falling months, a flat area preceded and followed by sharp 
rises or falls, distinct differences in level between one group of months 
and a previous and subsequent group of months. Peaks and troughs in 
each of these “subcycles” are shown by circles on the chart (by the 
vertical grid for orders). For expansions, they aim to indicate the high 
month in the high area, though the highest month may be passed by if 
its significance seems countermanded by a neighboring extreme low 
month. For contractions the analogous statement applies.*° 

Orders, the chart shows, have two subcycles that were not marked 
in sales; their contraction phases are in 1943 and in 1947-48. All other 
movements are common to both series, so that taking each month in 
sequence, both orders and sales are in a like subcycle phase (rather 
than the one in an expanding and the other a contracting phase) for all 
but 21 per cent of the months from January 1941 to December 1954. 

*The figures are supplied by about 325 independent department stores holding about 
half of all department store stocks. The stores report monthly on their sales, stocks, and 
outstanding orders; their receipts are compiled by the Board by adding sales and change 
in stocks; orders are computed by adding receipts and change in outstanding orders. The 
Univac method of moving seasonal correction is applied. 


” For further discussion of the concept and procedure for identifying subcycles see 
R. P. Mack, “Notes on Subcycles in Theory and Practice,” Am. Econ. Rev., May 1957, 
XLVII, 162-63 and Mack, op. cit., p. 34. 
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SALES AND New Orpers oF DEPARTMENT STORES, 1940-1955 
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For the other series, subcycle turns are marked by 0. When a turn is matched with a turn in new 
orders, a horizontal line or a vertical arrow indicates the association. 


The letter P shows selected turns in the monthly change in the index of spot prices of industrial 
commodities (see text). 
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This statistic is shown in the first line of Table I, column 9. As data of 
this sort go, the finding that only one fifth of the months are in unlike 
phase bespeaks a high degree of parallelism. 

As to the timing of the turns in the two series, the chart suggests that 
the majority of reversals in subcyclical fluctuations occur in the same 
months or within one month of one another. On five occasions, a longer 
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difference is apparent. In each case, it was orders which led sales. It is 
interesting also that these longer anticipations occurred chiefly at times 
when downturns were somewhat more generally diffused in the econ- 
omy at large than at the other times when specific subcycle peaks oc- 
curred in department store sales and orders. 

Unfortunately, there are no data on orders of department stores for 
earlier years. The only comparisons that can be made for periods be- 
fore the second world war are for furniture, textile and apparel sales 
and orders; the figures cover sales of retail stores or departments and 
new orders received by manufacturers. They refer to all or part of the 
period 1927-1941.** Of the 66 subcyclical timing comparisons, 46 are 
leads (34 of over one month), 12 are synchronous, and 8 are lags 
(3 over one month). Here too the leads averaged longer at times of 
more general business fluctuations than at the minor subcyclical turns. 
These fragmentary figures, then, confirm the tendency for orders placed 
by retailers to be closely associated with their sales and usually to turn 
shortly before consumer buying. 

Another glance at the chart reveals a third characteristic of the rela- 
tion between orders and sales: orders rise more and fall more in each 
small wave than do sales. A summary measure can be obtained for 
total subcyclical amplitude by adding the fall from peak to trough 
(measured by the difference in a three-month.average, centered at the 
peak and trough months) to the rise from trough to peak, cumulatively 
phase by phase; the sum is then divided by the number of months 
covered by the data. For sales, average amplitude (expressed as a per 
cent of the average level of sales during the cycle) is 1.4 per cent per 
month. The corresponding figure for orders is 5.0 per cent. 


Change in Ownership Position and Stocks 


The three characteristics of retailers’ orders relative to their sales— 
general parallelism, frequent leads, greater amplitude—imply a pattern 
of change in ownership position of retail stores. When orders are larger 
than sales in a given month, stock on hand and on order must have 
increased by the amount of the difference, and decreased correspond- 


"The figures refer to orders received by manufacturers. But since only a small part 
could have been placed by wholesalers, the statistics may be read as applying to retailers’ 
ordering. The orders series are: furniture, Grand Rapids district, 1927-40 (Seidman & 
Seidman) ; furniture and floor coverings, 1929-40, and textiles and apparel, 1929-41 (both 
compiled by the Econometric Institute, Inc.); we are indebted to the Institute for 
graciously supplying us with these data. The sales series are: furniture departments of 
department stores, 6 districts, 1926-40 (NBER); furniture and house furnishings stores, 
1935-41 (Commerce); apparel stores, 1935-40 (Commerce); and total department store 
sales, 1919-41 (FRB) within which the textile and apparel transactions are the largest 
component. 
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ingly when orders are smaller than sales.’* Monthly changes in owner- 
ship position, that is monthly investment in stock on hand and on 
order, is the third line of Chart 2. Short waves that conform with 
those of orders, for which peaks and troughs are indicated by the verti- 
cal grid, appear clear and strong. Even during peacetime, monthly 
change in the neighborhood of peaks or troughs often amounted to plus 
or minus $30 million—about 7 per cent of average sales—and of course 
the world war and Korean war occasioned huge changes amounting to 
a third or more of current sales. 

The waves in ownership position reach peaks or troughs at about the 
same time as new orders; 12 of the 20 matched turns were actually 
synchronous and the average deviation and per cent in unlike phase 
low (see Chart 2 and Table I, line 13). In a sense this is simply a piece 
of arithmetic—change in ownership position is the difference between 
a series which fluctuates more, orders, and one that fluctuates less, 
sales. But in another sense the economics of the association is interest- 
ing. Each of the two segments of change in ownership position—change 
in stocks on hand and change in outstanding orders—underwent quite 
clear subcyclical fluctuation of a sort tending to augment the effect of 
the fluctuation in consumer buying as this effect was transmitted toward 
the manufacturer of finished goods. The two series may be seen in the 
second and fourth lines of Chart 2. Outstanding orders typically 
reached their maximum or minimum rate of increase or decrease several 
months earlier than stocks. Indeed, change in outstanding orders led 
new orders (Table I, line 12), whereas change in stocks lagged not only 
orders but also often sales (lines 11 and 7). The very loose relation 
between change in sales and change in stocks (line 15) indicates that 
sales-linked stock objectives are not achieved in the first instance. 

The lag of change in stocks relative to sales implies that receipts 
of merchandise by department stores (sales plus change in stocks) 
might have a similar tendency to lag behind sales and this appears to 
be the case (line 2). A lag relative to orders (line 10) of one or two 
months is very common, and this makes sense, too, in terms of the 
need to order ahead on the basis of a guess about requirements which 
we assumed would apply to a substantial segment of the goods pur- 
chased. 

The very early turns in the rate of change in outstanding orders 
suggests early turns in market-prospect-tied buying, since it seems 
likely that market prospects would be one of the more important in- 

* An example may clarify the statement. Say, in a given month, orders are 100, receipts 
of goods 80, and sales 90. Then stock on order has increased 20 (= 100 — 80); stock on 


hand has decreased 10 (= 80 — 90); and stock on hand and on order, the ownership posi- 
tion, has increased 10 (= 100 — 80 + 80 — 90). 
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MoNnTHLY CHANGE IN STOCKS, IN OUTSTANDING ORDERS, 


AND IN SENSITIVE Prices, 1940-1955 
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fluences causing changes in the volume of goods on order. When 
wholesale markets are expected to tighten, a larger proportion of the 
expected requirements for the season are likely to be purchased at the 
time of the preseason showing, and this would tend to increase the 
volume of outstanding orders. A tendency for more firms to extend 
buying of more articles would augment the rate of increase. A parallel 
statement applies to declines. An index of spet prices of industrial 
commodities may perhaps reflect, however imperfectly, expectations 
about market conditions; and comparisons in Chart 2 of changes in 
this index with changes in outstanding orders or ownership position 
reveal elements of similarity.** 

The explanation that has been offered for the relationship between 
sales and orders also suggests that ownership position could be brought 
more closely in accord with intentions than would be the case for stocks 
(which are subject to the inverse impact of unexpected change in re- 
tailers’ sales and the eccentricities of suppliers’ production and de- 
livery schedules) or would be the case for unfilled orders (which are 
prey to the latter vagary). Retailers can take all current information 
into consideration at the time they place their new orders: the volume 
of current sales, unexpected recent changes in sales, the size of stocks 
on hand, the volume of goods now on order, and the relationship of 
these to accepted standards given the state of the buying markets. Of 
course the inevitable departures from the desired relationships in the 
past will have some continuing impact on the difference between 
current buying and current selling—change in ownership position. 
Nevertheless much of the undesired fall (rise) in stocks will be 
reflected in a rise (fall) in outstanding orders and thus be zero in the 
sum of the two. It therefore conforms with expectations to find 
average deviations and the per cent of months in unlike phase in 
Table I consistently less for change in ownership position than for 
the two components, whether retail sales, new orders, or change in 
retail sales provide the frame of reference. Another fact, presently to be 
discussed, that falls in with these ideas is that the relationship of the 

* The price index used is the Bureau of Labor Statistics daily index of s_ot prices of 
13 raw industrial commodities. These are prices judged to be “particularly sensitive to 
. . . trade’s estimates of current and future economic forces and conditions.” (Techniques 
of Preparing Major BLS Statistical Series, Bull. 1161, Bureau of Labor Statistics, p. 93). 
First differences in prices and in ownership position are compared. Though parallelism 
in the immediate post-Korean episode is disturbed by price ceilings, 28 per cent of the 
months July 1947 through December 1954 are in unlike phase. Prices lead at four turns, 
lag at one and synchronize at two; the average lead is 0.3 months with an average 
deviation of only 1.4 months. Such association as there is must reflect causality that runs 
from buying to prices as well as from prices (via expectations) to buying. But in so far 
as it runs from buying to prices, it must mean that buying of many more enterprises 


than department stores alone move in the same rhythms at about the same time—a 
fragment of evidence bearing on a point made below, p. 41. 
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ownership position proper to sales behaves more sensibly than that of 
stocks proper to sales. 


Hypothetical Stable-Market Orders 


The pattern of orders and the associated change in retailers’ stocks 
and commitments seem to exhibit the expected behavior. It could 
have been caused in many ways. Of the possible explanations we have 
chosen one that ascribes the pattern of orders to two types of procure- 
ment problems, those associated with the physical requirements of 
servicing sales and acquiring goods, and those focused on conditions 
in the buying markets. If the explanation is correct, it has specific 
implications about how changes in retailers’ buying move backward 
from later to earlier production processes. Consequently the finding 
of the previous section that statistics of retailers’ buying could have 
been explained in the way we suggest is not enough since the facts could 
also have been explained in other ways which would have different 
implications concerning the backward transmission of demand. It is 
essential to seek evidence that supports or contradicts the particular 
explanation that has been offered. 

The assumptions concerning the first set of considerations can be 
made sufficiently explicit to construct a time series in which sales and 
changes in sales are combined in the manner appropriate to represent, 
hypothetically, retailers’ buying under stable market conditions.* We 


* The steps are taken in a manner suggested by an analysis of shoe buying by retailers 
and by discussions with executives of retail stores. For reasons given in Mack, op. cit., 
Ch. 8, the following assumptions are made: Total stable-market orders are orders for 
advance delivery plus corrective orders. Orders for advance delivery are forecast sales 
for three months hence; the forecast is made by, in effect, assuming that the current 
level or trends in sales will continue. Corrective orders are the difference between the 
forecast of three months ago and current sales as they actually materialize. Corrective 
orders, which may have either a plus or minus sign, are added to advance orders twice— 
once to correct stock to a given constant size and once to allow for a stock objective that 
aims to have stocks change by the same amount that sales change. Thus, corrective 
orders aim to enforce an incremental stock-sales ratio of 1 (judged to be more realistic 
than ratios of 0 or 2, used in the calculation for shoes). 

These procedures mean that hypothetical stable-market orders are a function solely of 
sales of stipulated months of the past and of their rate of change. The formulas for 
advance orders used here embody a slight improvement over the ones used loc. cit. For 
corrective orders they are identical as given in Mack, op. cit., pp. 106, 108. To illustrate, 
the third of total stable market orders based on the same month of the previous year 
(corrective element Ib, op. cit., p. 106) consists of the following (S denoting department 
store sales in the subindexed month) : 


(1) Advance orders (placed in month 0 for months +1, +2, 4-3) equal to: 
1 So 
3 Sz 


(2) Corrective orders (placed in month O to correct for errors in the advance orders 
placed in months —1, —2, —3) equal to: 


(S_9 + + 
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assume that the level of current sales or their ratio to the same month 
of the previous year is expected to continue, and that if stocks do not 
increase or decrease by the same absolute amount as sales the failure 
to do so is promptly corrected. 

The construct is shown, along with sales and actual orders, at the 
bottom of Chart 1. It reproduces the essential characteristics of orders 
in contrast to those of sales: the amplitude of subcyclical movements 
is substantially greater than that of sales in both hypothetical and 
actual orders; indeed, after 1947, when the disruptions of the war had 
quieted, the amplitude of the two order series seems quite similar. 
Several movements not found in sales appear in both the construct 
and actual orders, and there is substantial similarity in the time when 
they occur; all of the subcyclical movements that have been marked 
in actual orders have corresponding movements in the hypothetical 
series. The hypothetical series is more jagged than the actual one and 
this is a reflection of the part that rates of change in sales play in its 
calculation; perhaps it would be more realistic to assume further 
implicit smoothing by virtue of the further averaging or discounting by 
retailers of past experience. Stable-market orders explain the timing of 
total orders, in that they turn in the same month or earlier at 12 of the 
17 turns in orders. The Korean buying movement is strongly visible 
in the hypothetical series; apparently consumers contributed strongly 
to war-scare buying of retailers. The dip in buying prior to the relaxa- 
tion of wartime controls in the fall of 1946 occurs in the hypothetical as 
well as in the actual series; as will be seen presently, this dip did not 
occur in orders received by manufacturers at earlier stages of produc- 
tion. In general, the evidence of Chart 1—the substantial similarities 
between actual orders and hypothetical stable-market orders and the 
systematic differences between the latter and sales—can be regarded 
as consistent with the model developed in the first section of this paper. 


Evidence of Market-Prospect-linked Buying 


There are 5 turns in actual orders that are unexplained by hypo- 
thetical stable-market orders in the sense that at these times the 
construct follows, rather than coincides with or leads, actual orders. 
In each case, the index of spot market prices of industrial commodities 
reached inflection points shortly before or at the time of the turns in 
orders. The letter P is marked on the chart close to each of these 


1 Sz S_3 
A trailing 3-months average of these formulas constitutes a second third of the total 
(corrective element IIb, ibid., p. 108). The last third is based on the past three months 
(corrective element Ila, ibid., p. 108). 


| 


| 
| 
| 
| 
| 

| 


er Wwe 


Wee 


MACK AND ZARNOWITZ: RETAILERS’ BUYING 33 


turns with the stem of the P designating the month when the rate of 
change in sensitive prices turned.” This price series may give as good 
a picture as is easily available of changing expectations about market 
conditions, partly because expectations may be strongly influenced by 
these sensitive and well-advertised prices, and partly for a variety of 
other reasons whose discussion would lead us too far afield. There is 
a suggestion, therefore, that market prospects may have influenced 
the turn in buying on these five occasions at least. 

But these are isolated events, and if prospect-linked buying were a 
common component of retailers’ buying it should occur not merely at a 
few but at many times. A few pieces of evidence bearing on this point 
warrant review. The most interesting set of facts concern not buying 
but a result of buying—total ownership position. Ownership position 
rather than stock or outstanding orders is selected because, as indicated 
earlier, it is more subject to retailers’ control. Its size is ordinarily 
judged in terms of the number of months’ or weeks’ supply that it 
constitutes, and therefore ownership position is divided by sales and 
shown as a ratio in Chart 3. The first line on the chart gives this ratio 
on the assumption that the only buying that took place was based 
on stable market prospects.** The downward slope of the ratio during 
the war results from the strong rise in sales in view of the assumption, 
underlying the estimation of stable-market orders, that the stock 
objective was a constant incremental ratio which was considerably 
smaller than the average ratio. When postwar levels are once attained, 
the ratio flattens and merely undergoes minor fluctuations that repre- 
sent incomplete responses to short-term irregularities in sales. 

Contrast this series with the actual ratio of ownership position to 
sales (second line on Chart 3). Apparently the high general level of 
ownership position was maintained throughout the war and the im- 
mediate postwar period; it reflects a three-fold increase in outstanding 
orders between the middle of 1942 and 1943, a trend which was not 
reversed until after price controls were eliminated. Fluctuations in the 
ratio in 1947 and the next two years are shared by sensitive prices as 
well as many other economic events. The ratio also shows the strong 
forward buying of the Korean war scare and the flat wave that followed 
it and terminated in the mild 1954 slump. These several movements 

* The month-to-month change in the Bureau of Labor Statistics sensitive price index 
of 13 raw industrial commodities (the time series is shown on Chart 2, first line) was 
used, except that prior to 1946 a related BLS series of spot market prices of 28 commodities 
was used. 

* The ratio was computed by replacing actual buying—orders as recorded—by hypo- 
thetical “stable-market buying.” Change in the associated market position is this stable- 
market buying minus actual sales for the month. Change in ownership position thus 


computed is linked to actual total ownership position at the end of 1952. The ratio is this 
figure for the end of the month divided by sales during the month. 
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marked by —. 


all seem explicable in terms of an effort to time buying in line with 
expectations about market prospects. 

The third line on the chart—the ratio of stocks on hand to sales— 
does not share the major changes in level during and after the war. 
Instead, the heavy drop in 1942 and the uneven rising trend after 1946 
are hard to interpret in terms of retailers’ intentions. There is hardly 
any response to the 1948-49 recession nor is the recovery in 1954 
reflected in the ratio. In June 1950 the war scare depleted stocks but 
retailers made up for it promptly by building up outstanding orders, 
thereby keeping the ownership position fairly steady. In general the 
difference between the two ratios agrees with the notion that it is the 
total ownership position rather than either of its components, stock on 
hand and outstanding orders, that is the focus of management attention. 


| 

| 

| 

| 
| 

| 

| 
| 

| 

| 

| 


MACK AND ZARNOWITZ: RETAILERS’ BUYING 35 


The shifts in the ownership-position ratio, occurring as they did at 
times when explanation in terms of changing market prospects appears 
reasonable, seem to constitute evidence that market prospects do in- 
fluence retailers’ buying. This supposition receives a little further 
support from another characteristic of the ratio. Except for shifts of 
the sort discussed, its level at the times when orders reach peaks or 
troughs is confined within narrow limits. The times when orders turn 
are noted by small horizontal lines on the ratio; whether they are 
peaks or troughs can be ascertained by reference to the vertical grid, 
in which peaks in new orders are solid and troughs dashed lines. During 
the war years, after the high level of ownership position had been 
achieved (June 1942 through December 1946), though the ratio 
fluctuated considerably, ordering started to pick up whenever the ratio 
fell below a level of between about 5.2 and 5.5 months supply, and 
ordering started to fall off whenever the ratio rose above the same 
narrow band. Thus we seem to see shifts in ordering with a view to 
maintaining an ownership position judged appropriate. During postwar 
years, turns in orders may also be interpreted as responses to a pre- 
conceived level for the ratio. From the middle of 1947 to the end of 
the period under review—the middle of 1955—orders reached subcycli- 
cal troughs or peaks when the ratio was at a level of between 3.9 and 
4.2 months supply, except during the depression of 1949 and during 
the disruptions of the Korean buying scare when it seemed important 
to grab the available supply. 

The previous paragraphs suggest that changes in the ownership-sales 
ratio can be reasonably interpreted as associated with shifts in market 
prospects. This line of thought can be pushed a little further by com- 
puting hypothetical market-prospect-linked buying simply by sub- 
tracting stable-market orders from total orders.‘7 The new series 
consists of small differences between two large aggregates and therefore 
exaggerates all of the uncertainties of the estimates; nevertheless, it 
should be inspected. Smoothed by a five-month centered average it 
appears as the fourth line in Chart 4. This rather fancy construct 
seems to bear a genuine family resemblance to rates of change in the 
ownership position-sales ratio (line 1). Changes in unfilled orders is 
one of the more volatile determinants of the ratio; also it has a direct 
logical association with market-prospect-linked buying since an increase 
or decrease in the amount of merchandise bought for advance delivery 
should be the first manifestation of changing ideas about delivery 
periods or prices. Comparison between the two series (lines 2 and 4) 

* Stable-market orders were computed as before (see note 14) except that corrective 


orders were multiplied by four instead of by two. Subtracted from actual orders, this 
gives the component hypothetically linked to changing market prospects. 
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Marxet Prospect-Linkep Orpers CoMPARED WITH SELECTED Data, 
Frve-MontH Movinc AVERAGES, 1942-1955 
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show substantial similarity. These similarities bolster but certainly do 
not establish the point at issue, namely that the pattern. of retailers’ 
buying cannot be explained without acknowledging shifts in the short- 
term timing of buying predicated on opinions about changing delivery 
periods, selections and suppliers’ prices. 

More conclusive empirical test is made difficult by the fact that the 
chief competitor in explaining buying—corrective orders which repre- 
sent our version of the “acceleration principle’—ought to and does 
have marked similarity to market-prospect-linked buying, since a 
flock of make-up orders or the absence of the usual fill-in orders must 
influence judgments about market prospects (compare lines 4 and 6). 
A critical assumption incorporated in our hypothetical series is an 
implemented incremental monthly sales-stock ratio of one. The average 
ratio was a little under 3 for the last few years covered (it had been 
lower previously; see Chart 3). We have recalculated market-prospect- 
linked buying under the assumption that retailers try to enforce a 
constant average ratio (an incremental ratio of 3) month by month. 
This is doubtless an extreme assumption. Investigations made in the 
shoe and leather study suggest that an implemented ratio of 3 is un- 
realistically high; though an average ratio may be roughly sustained 
in fact, failure to maintain it month by month will not set off corrective 
buying of the sort here described. The new series still shows prospect- 
linked buying to be important, and at very much the same times as in 
the series in which computations were based on an enforced ratio of 
one. Apparently empirical manifestations of the market-prospect-linked 
component of buying can not be blown away by even an extreme as- 
sumption about the possible role of the corrective element in total 
buying. 

Nevertheless, it is highly desirable to have evidence bearing directly 
on changing market judgments and their impact on buying. Certainly 
market-prospect-linked buying must affect and be affected by the 
sensitive prices that are watched by department store executives. Yet 
the association of our hypothetical series with the most appropriate 
price series readily available, spot prices of 13 sensitive industrial 
commodities (3rd line), is not impressive. 

Another piece of direct evidence is a time series that we compiled 
from monthly recommendations made by the International Statistical 
Bureau to their department store clients. Recommendations concerned 
the number of weeks’ requirements that should be held on hand and 
on order for each of a large number of departments.** Averaged for 

**We are greatly indebted to A. W. Zelomek and Robert C. Shook for making these 


figures available. Requirements are defined as sales plus intended change in stocks. We 
corrected the series for seasonal variation. 
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all departments, the recommended position varied from about three- 
quarters of a month’s requirements early in 1949 to almost three and 
a half months’ requirements during the Korean war; they led at all 
major business turns. Month-to-month changes in the recommended 
holdings are shown, smoothed by a five-month centered average, in the 
fifth line of Chart 4. It seems unlikely that department store executives 
would pay for this service if they were not interested in the bearing 
of market prospects on buying; thus the very fact that the service is 
provided supports the notions here set forth. Moreover, if the series 
is reasonably successful in reflecting the changing market conditions 
that influence department store ordering, the chart indicates that 
market-prospect-linked buying might well look not seriously unlike 
what is suggested by our hypothetical computations. 

In general, such evidence as can be mustered about department 
store merchandising falls in line with the theoretical sketch of retailers’ 
buying based on a previous study of a single commodity group. Further 
test of the basic two-part explanation is required. Unfortunately, the 
information presently available needs to be supplemented before sub- 
stantial progress is likely. Surer knowledge based on the study of re- 
tailers’ objectives and practices is required. It is also essential to steady 
statistical test by cross reference among computations repeated for a 
number of commodities for which, unlike department store sales as a 
whole, adequate statistical representation of relevant prices or other 
indications of market expectations could be developed. One important 
advance would be made if the merchandising statistics now available 
for the whole store were also provided for several important depart- 
ments of department stores. 

In the meantime, there is strong suggestion in the evidence that 
corrective elements which imitate first differences in sales are present 
in retailers’ buying and that buying is also influenced by judgments 
about the rapidity with which the desired merchandise can be obtained 
and at what price. Whether the latter factor is or is not present has a 
very important bearing on how demand can transmit to earlier stages. 


III. Manufacturers’ Buying 


If retailers’ orders often reach peaks or troughs ahead of sales to 
consumers, the sales of manufacturers of finished consumer goods 
(orders placed by retailers) must also lead sales to the final users. But is 
there reason to believe that the factors responsible for the lead and 
greater amplitude of retailers buying relative to their selling also apply 
to manufacturers of finished goods? Do they apply to still earlier se- 
quences in the chain? The answer must, it seems, be partly in the 
negative for a wide area of manufacturing. 

Consider the five basic requirements mentioned in Section I. Unlike 
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retailers, manufacturers have advance orders that make it possible 
often to buy materials on the basis of known, or at least fairly ac- 
curately forecast, sales. Though they sometimes have to order materials 
months in advance, at least a good part of the less particularized goods 
produced in local factories can often be obtained very quickly. Stocks 
of these less particularized goods are not subject to extreme obso- 
lescence, as are retailers’ stocks, and therefore often do not need to 
be held so rigidly to precise plans. Moreover, for manufacturers, errors 
in procurement can more readily than for retailers be corrected in other 
ways than by adjustment of buying. For one thing, since manufacturers’ 
customers are highly sensitive to and able to recognize a slight price 
advantage or disadvantage, relative change in the explicit or implicit 
price of finished goods has a more direct effect on sales; also, for many 
manufacturers changes in promotional effort, broadly defined, provide a 
varied and, in the hands of salesmen, a flexible tool for influencing the 
volume of sales. Only the factors associated with market prospects seem 
to apply with at least equal strength to manufacturers and retailers 
alike. 

These differences imply that the theory of stable-market buying, as 
developed for retailers in Section I, cannot be applied to most manu- 
facturers by means of any simple transformation. By and large, manu- 
facturers’ stocks increase with manufacturers’ output; accordingly the 
rate of change in their sales may affect the size of their inventories over 
several semesters, but not with sufficient precision to prescribe an 
exact pattern of acquisition of stocks in response to variations in sales, 
and certainly not one characterized by leads of a few months duration. 
If the buying of each manufacturer in a sequence does not necessarily 
lead his sales, there is no reason to assume that progressive acceleration 
will occur as additional stages of processing are performed by addi- 
tional firms, a somewhat embarrassing implication of the usual formu- 
lation of the acceleration principle. 

Consider an example. Suppose a department store places a large 
order for bath towels with a textile mill. The cost of production on 
the basis of which the mill determines its selling price is necessarily 
greatly affected by the cost of the cotton yarn. If the bath towels are 
to be delivered in two months and actual production takes ten days, 
the yarn need not be bought for several weeks aftér the order is 
received; or, on the other hand, it could be bought and stored before 
the order is booked, or any time up to the ten-day limit plus the time 
required to deliver the yarn. There is, in other words, a “period of 
option” during which orders for materials may be placed.” Many things 

” This concept is explained in R. P. Mack, “Expectations and the Buying of Materials,” 


Conference on Expectations, Uncertainty and Business Behavior (forthcoming publica- 
tion of the Social Science Research Council, Committee on Business Enterprise Research). 
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will determine when, within this range, the actual purchase is made. 
When prices are expected to fall and the market supply is ample, 
buying tends to be later than when prices are expected to rise, selections 
are poor, and deliveries slow. If prospects are uncertain, a conservative 
policy dictates buying the yarn at the time that the order is booked, so 
that the cost of the yarn implicit in setting the price of the towel will be 
the actual cost to the manufacturer. If this is done, the order for yarn 
can follow the receipt of the order for towels by no more than a few 
minutes. Time for a telephone call is all that is needed. The spinner 
of yarn can with equal speed buy his cotton from a shipper by picking 
up the phone. Thus the sequence of purchases that convey the signal 
of work-to-be-done from the last to the earliest stage of the processing 
and marketing of a ‘inished good need take virtually no time. The 
sequence may be somewhat different when orders do not anticipate 
delivery dates by an interval long enough to allow for buying and 
delivery as well as for processing of materials. Also, the feasibility of 
hedging operations and the cost of carrying stocks affect the character 
of the relation. 

If these descriptions are realistic, the probable pattern of stable- 
market buying for manufacturers is unspecified. They may buy at any 
time within the “period of option.” The link of buying to sales can be 
precise, but does not need to be. The inventory objective need not be 
sharp. If it is, it can often be validated in the first instance, rather than 
by subsequent corrective buying. If correction should prove necessary, 
it can be effected through direct or indirect adjustment of prices and 
promotion, as well as through buying. 

But the same logic that dictates these conclusions, suggests that 
market prospects may be more important in manufacturers’ than in 
retailers’ buying. However, when market prospects are uncertain, a 
usual policy would be the conservative one of buying materials at the 
time that goods are sold; at such times, the earlier or later buying of 
some firms would tend to cancel out for the group as a whole, so that 
the central tendency would be buying that synchronized with selling. 
At times when trends in market prospects seem well established, manu- 
facturers may extend or contract their market position in much the 
same fashion as retailers. Indeed, by so doing, manufacturers may have 
more to gain, since prices fluctuate more widely, and less to lose, since 
materials are less particularized. 

But in connection with the acceleration imparted by this market- 
prospect-linked buying, though amplitude will increase there is no 
reason to envision progressive leads as earlier stages of processinz are 
reached. Processors or distributors in a given production sequen~e are 
likely to base their judgments about coming events on the same set of 
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prices and other indicators. For, though increasing tension is often more 
readily observable in the relatively public raw material markets than 
at later stages where trading is private, substantial tightening in the 
raw materials markets usually results in tightening all along the line as 
sellers grow coy and buyers eager. The statement with appropriate 
changes applies to decreasing tension. Likewise, a tendency for retailers 
to have misjudged demand, with the consequent flurry or cessation of 
“at once” orders, communicates without delay to earlier stages. As a 
result, businessmen at all stages of a vertical sequence tend to extend 
or shorten their market position at about the same time. Who constitute 
the vanguard and who the laggards is probably more usually a reflection 
of particular business situations and personalities than of the position 
in the vertical chain. 

The pattern of orders, then, at each stage in the vertical sequence 
can be notably similar. But it does not have to be. It would be useful 
to turn to the figures to learn what actually has occurred. But un- 
fortunately, the required figures have not been collected. Ideally we 
require a sequence of matched data—orders placed by department 
stores, by manufacturers of materials used in the production of finished 
goods sold to department stores, by manufacturers at the next earlier 
stage, and so on to the purchase of truly raw materials. What we have 
is very different—information for orders received by some 2,000 manu- 
facturing corporations at any or all siages in all industries.*° Some 
separation of major industry groups is feasible, but vertical sequences 
can not be isolated, nor do we have data on orders received and placed 
by the same companies. 

The best that can be done is to compare two series—orders placed 
by department stores and orders received by nondurable-goods manu- 
facturers that are engaged, whether at the finished or at an earlier 
stage, in the production of much of the merchandise that department 
stores sell. The two series have in common the orders placed by de- 
partment stores and received by the finished goods manufacturers. 
Interest focuses on differences between the two series. Difference may 
arise from the character of the orders received by the manufacturers 

The Office of Business Economics of the Department of Commerce has collected 
monthly information since 1939 for a group of less than 2,000 manufacturing corporations 
in many industries. They submit data on their stocks, shipments (“sales”) and monthly 
change in orders outstanding; the latter two combined yield data on net new orders. The 
sample is not large enough to make it possible to isolate firms performing a vertical 
sequence of operations. But even if it were, the composite character of the business done 
by many of the corporations would make the necessary subdivision impossible without 
a change in the system of reporting. For a discussion of the nature of the changes required 
see Statistics of Business Inventories, Report of Consultant Committee on Inventory 
Statistics Organized by the Board of Governors of the Federal Reserve System, Nov. 
1955, pp. 65-70. 
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of semifinished goods. Divergence will occur if manufacturers of fin- 
ished goods do not buy their materials (from manufacturers of semi- 
finished goods) at the same time as they sell finished goods to depart- 
ment stores. Whether they do or not is what we want to know. Un- 
fortunately, a difference between the two series may also arise because 
of the impossibility of compiling data on manufacturers’ orders for all 
industries and for only those making the major sorts of goods depart- 
ment stores sell. Thus no durable goods industries (since they are pre- 
dominantly capital-goods manufacturers) can be included; also, the 
apparel industries are represented by shipments rather than by orders 
(a difficulty meliorated but not cured by the availability of orders for 
the textile industry).”* 

The two sets of figures—orders placed by department stores and 
orders received by nondurable-goods manufacturers—are shown in 
Chart 5. Except for the years 1946 and 1947 they seem to share most 
of the major and minor movements.** Comparison of the dates at all 
matched subcycle turns shows a scatter of leads and lags, with average 
synchronous association. Table II (line 1) gives the figures. Although 
the percentage of months in unlike subcyclical phase indicates a 
relatively low degree of confluence, study of the chart makes this con- 
clusion questionable, particularly since it rests on two highly marginal 
selections of months of turn.** But there is one period when there are 
clear differences between the two series—most of the months from V.J. 
Day to the final demise of OPA in mid-1947 were in unlike phase in 
the two series. Trade journals mention reasons: the very early buying 
of department stores in anticipation of tie lapse of price controls, 
pressure put on suppliers by retailers not to raise prices, spurts in buy- 
ing of manufacturers intended to beat the expected response of prices 
to control or decontrol measures. We conclude that at most times the 


“For the OBE sample, sales of manufacturers of apparel are taken by the compilers as 
equivalent to orders. All that we could do was to follow the same procedure and add 
“sales” of the apparel industries to new orders for the four major nondurable-goods 
industries that reported new orders; the industries are textiles, leather, paper, and printing 
and publishing. In addition to the difficulties mentioned, there are many other presumably 
lesser ones such as the fact that some department store orders are placed with wholesalers, 
not manufacturers, and that some of the manufacturers’ orders are for finished goods 
not sold to department stores, indeed, not sold to consumers. 

*The department store figures have just one movement that does not appear in the 
manufacturing series—the minor expansion early in 1948. The manufacturing series has one 
movement that does not appear in department store series—the contraction toward the 
end of 1949. Otherwise the minor as well as the major fluctuations are shared. 

*There are two occasions when the choice of the month of turn was a marginal 
decision—the trough in manufacturers’ orders in December 1948 rather than June 1949 
and the peak of department store orders in September 1952 instead of April 1953. Had 
the choices been reversed only 25 per cent of months would have been in unlike phase 
for the whole period and 18 per cent for the period after July 1947. 
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timing of the two series is sufficiently similar to suggest that the statis- 
tics that they do not share—among other things, orders for other than 
finished goods—may not have been characterized by sharply different 
behavior than the statistics that they do share—orders for some of the 
finished goods sold by department stores. However, at the one time 
when there is a strong reason to believe that department store buying 
and materials buying of manufacturers may well have differed—the 
year or so following the war—clear differences in the two series are 
evidenced. 

The system of communication between customer and supplier is not 
limited to new orders. A supplier may make independent guesses about 
what his customers are going to require and place his orders on the 
basis of these guesses. In placing his orders he is likely to consider the 
size of his backlog of unfilled orders which are, of course, also the 
outstanding orders of his customers. Large backlogs may justify long 
commitments for materials and consequently large backlogs for sup- 
pliers. If this were not the case, the shared component of the last two 
series in Chart 5—change in outstanding orders of department stores 
and in unfilled orders of their suppliers—might behave differently from 
the unshared component, thus causing an over-all difference between 
them. Both the measures in Table II (line 2) and the time series sug- 
gest close similarity once the postwar disruptions have subsided, 
for which again a different impact on earlier than on later stages of 
manufacture seems reasonable. Only 18 per cent of months are in un- 
like phase after 1947. 

In spite of the viscosity with which stocks respond to orders, it is 
worth examining the appropriate statistics on stocks for retailers and 
for manufacturers. At least, unlike orders, the latter refer entirely to an 
earlier stage. Purchased-materials stocks of manufacturers reflect the 
firm’s buying of materials more sensitively than do total stocks. Ac- 
cordingly, month-to-month changes in stocks of purchased materials 
of the same group of manufacturers previously studied are compared 
with changes in retailers’ stocks in Table II (line 3) and Chart 2. 
Retailers’ stocks combine elements of purchased-materials and 
finished-goods stocks and therefore might be expected to respond more 
sluggishly to changes in buying than would be the case of purchased 
materials alone. Nevertheless, the figures show no evidence of a lag 
relative to purchased materials of manufacturers; if anything, there 
are more leads than lags. The average timing is virtually synchronous. 
A considerable similarity in timing of movements is present after the 
war and wartime decontrols; only 19 per cent of months are in unlike 
phase after 1947. An alternative comparison is provided by change in 
the ownership position of retailers; here, response, which is dominated 


TABLE Il.—ComPARISONS OF SUBCYCLES IN SELECTED INDICATORS OF RETAILERS’ AND MANUFACTURERS’ BUYING 
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by change in unfilled orders, is likely to be too sensitive to changes in 
buying to afford correct comparison with manufacturers’ purchased 
materials. The calculations in Table II (line 4) attest to the lead. 
Allowing for an average lead of two months in retailers’ ownership 
position, only 14 per cent of the months after the middle of 1947 are 
in unlike subcyclical phase with change in purchased-material stocks 
of the manufacturers who, as far as can at the moment be contrived, 
supply them. 

One further bit of information is available. For 1927-1940 compari- 
sons can be made between two series that purport to reflect the shoe 
buying of retailers and two series representing buying at earlier stages.** 
Table II, lines 5 and 7, reveal close synchronous association between 
our surrogates for shoe orders and for leather orders. It is less close, 
though still synchronous with low average deviation for a substantial 
number of matched turns, when comparisons are made for shoe orders 
with hide orders (lines 6 and 8). 

In general, then, under usual conditions the data exhibit not inconse- 
quential similarity of fluctuation for vertical sequences and no clear 
departure from average synchronous timing. Certainly they do not re- 
veal the progressive advancing of turns as demand moves back to earlier 
stages which the acceleration principle calls for. The confusions of 
war and postwar readjustments seem to cause divergence in the pat- 
terns of buying and stock accumulation at earlier and later stages. Thus 
our admittedly inadequate information is consistent with the hypothesis 
that manufacturers often reproduce in the orders they place the time- 
pattern of orders they receive, a natural implication of the immediate 
backward transmission of demand or of market-prospect-linked buying. 
The available figures are incapable of throwing light on the relative 
amplitude of fluctuations. For this, as for adequate study of timing, 
well matched and isolated industry sequences are required; orders both 
received and placed by the same companies are needed. 


IV. Conclusions 


It seems likely that retailers’ orders usually parallel their sales but 
with a wider amplitude of short-term fluctuation; they often reach 
peaks or troughs several months before those of sales. This pattern is 
generated by the combined impact of buying associated with two sorts 


* The two representing retailers’ buying are wholesale sales of shoes, which, the study 
suggests, probably bear a strong resemblance to buying, and orders received by a small 
sample of manufacturers of both shoes and leather. The two representing earlier stages 
are deliveries of leather, which are used to represent buying by shoe manufacturers, and 
hypothetical orders for hides by tanners (obtained from statistics on hide deliveries by 
assuming that domestic hides are delivered within the month ordered, and the foreign 
ones two months later). See also Table II, notes d to g. 
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of considerations: (1) close stock control necessary to retailing which 
gives rise to the corrective-order accelerator, and (2) the need to seek 
advantageous timing of buying in view of changing prospects about 
delivery periods, selections, and prices. The available evidence supports 
or fails to conflict with these notions. 

Manufacturers of finished consumer goods have, by virtue of the 
lead in retailers’ orders, advance notice of requirements. There is no 
reason to assume that their buying will necessarily decrease or increase 
this lead in orders, since the influence of rates of change in sales on 
corrective orders, which contributes to the earlier timing, is absent or 
weak. More likely, the orders will be passed on, possibly even in a 
matter of minutes, to the earliest stages in the production sequence, 
with probably, at least at some stages, increased amplitude of fluctua- 
tion. Changing market prospects contribute to the increased amplitude. 
Here too, the evidence does not demand explanation in other terms. 

This line of thought, which highlights the importance of orders in 
the transmission of demand, is curiously contentious in the company 
of many widely accepted economic notions. An example is the “output 
lag.” Our analysis makes doubtful the reality of a systematic and 
necessary lag of production as a whole relative to final sales of finished 
goods, for which there also seems to be no empirical evidence.” For 
each manufacturing enterprise, finished output tends to lag behind 
orders, or to be relatively independent of their short-term changes.” 
The length of this output lag for a particular company must depend on 
the length of the production period and the feasibility of its partial inter- 
ruption; the possibility of variation in finished inventories is another 

** Retail sales show some tendency to lag rather than lead manufacturing production 
as a whole, but this may be attributed to the marked lag in retail prices. It is difficult 
to make adequate allowances for price influences. Furthermore, nondurable-goods produc- 
tions has a clear tendency to lead durables and the former are more intimately associated 
with consumption than the latter. In any event, there is certainly no empirical evidence 
of a lead of consumption. 

Where evidence of the “output lag” has been found, its reliability is questionable. 
Lloyd Metzler, for example, in “Three Lags in the Circular Flow of Income” in Income, 
Employment and Public Policy, Essays in Honor of Alvin Hansen (New York, 1948) 
bases the conclusion that a substantial lag may be found in quarterly data on the idea that 
“a rise of business stocks after the close of a period of rising income is . . . prima facie 
evidence of a lag of output” (p. 25). But this is actually not the case. Output and con- 
sumption could have perfectly synchronous fluctuations, but if those of output had a 
wider amplitude of movement, stocks would continue to rise after consumption and output 
had started to fall, untii output actually fell below consumption. 

* The flow of new orders to manufacturers tends to recede from peak levels before 
manufacturers’ output begins to recede; similarly, orders begin to rise from trough levels 
several months before output does. It seems likely that at least one of the important 
factors governing the interval by which output lags behind orders is the length of the 
time required to start and complete production. The few pieces of supporting evidence 


at hand are marshalled in Victor Zarnowitz, Cyclical Behavior of Manufacturers’ Orders, 
forthcoming publication of the National Bureau of Economic Research. 
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variable. But though, for an individual company, output lags behind 
orders received, it only lags behind final sales to consumers if the 
company-output lag is greater than the lead, relative to consumer buy- 
ing, of the company’s orders received. There is no evidence that this 
is generally the case, although it might be so for complicated durable 
goods which must be manufactured to individual order. 

A further implication of the function of orders as an agent transmit- 
ting demand is the susceptibility of the economy or portions of the 
economy to swift and therefore potentially brief reversals in its direc- 
tion of change. Production sequences that take many months to per- 
form may, if stocks are adequate as they typically are, be rapidly 
turned from rise to fall (or from slow rise to fast rise), or paced in any 
other way, by the order, which takes virtually no time to transmit. If 
for one reason or another swift changes in orders of the same sort fall on 
many industries at the same time, the change in pace or direction can 
become general; it can tangle almost immediately with additional and 
more complex reactions by virtue of related changes in income payments 
and consumer buying, businessmen’s expectations, and prices. 

But without surer knowledge about the actual character of the role 
of orders in propelling change, theoretical implications can not be 
comfortably explored. Available information about orders is inadequate 
to answer many of the questions that must be asked. This is, perhaps, 
the chief finding of this paper. More needs to be known about the rele- 
vant business objectives and ways of achieving them. But most ur- 
gently, monthly time series need to be collected. Again and again 
in the course oi this exploration, we have been stopped by the inability 
to make the correct comparisons. To do so, information is needed as to 
sequences in which identifiable consumer demand can be matched with 
supply and demand (orders received and placed) of each member of 
the production sequence, with associated changes in stocks by stage of 
manufacture, with outstanding and unfilled orders, and with appropri- 
ate prices.” 

The basic process of demand transmission, one of the central preoc- 
cupations of economic theory and elaborately formulated in supply and 
demand analysis, has remained cloistered from empirical study partly 
because of the clumsiness with which relevant aspects of the real world 
are depicted by production data. Yet far more appropriate statistics 
exist in every office and store. 

Policy decisions also suffer for want of statistics on orders. For 
example it may well be that most businessmen, individually and collec- 
tively, are more harmed than benefited by wide fluctuations in their 


* The need for data of these kinds is discussed and collection recommended in Statistics 
of Business Inventories, op. cit., pp. 85, 99, 100. 
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stocks or ownership positions. Individually, they may wish business 
conditions were such as to make these shifts unnecessary. Yet it is 
impossible to work out policies designed to diminish such fluctuations 
without knowing to what extent the latter reflect procurement and 
servicing requirements under stable market conditions and to what 
extent they reflect actual or expected change in market conditions. 

Order data have a further use: they provide a periscope through 
which to look around the corner. The order records the signal to start 
or stop work and action follows command; consequently orders forecast 
output. Also, orders form the base upon which businessmen construct 
some of their more solid expectations about sales and inventories; and 
these expectations, in turn, provide the groundwork for further com- 
mands. The value of orders in forecasting has been the basis of many 
lucrative business advisory services. But the public and economics 
profession have had to subsist on a scanty fare of these data. The 
imagination and enterprise of the Federal Reserve Board in collecting 
orders of department stores for the total store, and of the Department 
of Commerce in the start made in the manufacturing field, whet the 
appetite. They provide us with most provocative questions. For solid 
answers we shall need to wait for more and betier data. 
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THE SUPPLY OF STORAGE 


By J. BRENNAN* 


It is a familiar proposition that the amount of a commodity held 
in storage is determined by the equality of the marginal cost of storage 
and the temporal price spread. Why then do we observe stocks being 
carried from one period to the next when the price expected to prevail 
in the next period—reflected in the futures price quotation for delivery 
in that period—is below the current price. 

In an attempt to explain “inverse carrying charges” in futures 
markets (futures prices below spot prices or prices of deferred futures 
below that of near futures) the concept of a convenience yield on stocks 
has been introduced.* Stocks of all goods provide a yield or compensa- 
tion to the holder which must be deducted from storage costs proper 
in calculating met storage costs. In equilibrium the spread between a 
futures and a spot price is equal to the marginal expenditure on rent 
for storage space, interest, handling charges, etc., minus the marginal 
convenience yield of stocks. Since marginal convenience yield is a 
decreasing function of stocks held, the marginal convenience yield 
may exceed the marginal expenditure on physical storage when stocks 
are relatively small; hence the futures price will be below the spot 
price. 

We shall attempt here to generalize this theory in terms of the de- 
mand for and the supply of stocks for storage. Our theory purports to 
provide an explanation of the holding of all stocks, including those for 
which there is not an active futures market. It will be shown that, on 
the supply side, in addition to the marginal expenditure on physical 
storage and the marginal convenience yield another variable, a risk 
premium, is required to explain the holding of stocks as a function of 
price spreads. In the empirical part of the study the theory will be ap- 
plied to stocks of several agricultural commodities. The risk premium 
for each commodity will be measured residually under specified con- 

* The author is assistant professor of economics at Brown University. He is indebted 


to C. F. Christ and R. L. Gustafson of the University of Chicago and to G. H. Borts 
of Brown University for helpful comments. The author alone is responsible for any errors. 

*N. Kaldor, “Speculation and Economic Stability,” Rev. Econ. Stud., Oct. 1939, VII, 
1-27. H. Working, “The Theory of the Inverse Carrying Charge in Futures Markets,” 
Jour. Farm Econ., Feb. 1948, XXX, 1-28. 
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ditions by deducting from the price spread between two periods the 
other two components of the marginal cost of storage. 


I. Theory of Storage 


During any period there will be firms carrying stocks of a commodity 
from that period into the next. Producers, wholesalers, etc., carry 
finished inventories from the periods of seasonally high production to 
the periods of low production. Processors carry stocks of raw materials. 
Speculators possess title to stocks held in warehouses. These firms may 
be considered as supplying inventory stocks or, briefly, supplying stor- 
age. The supply of storage refers not to the supply of storage space 
but to the supply of commodities as inventories. In general, a supplier 
of storage is anyone who holds title to stocks with a view to their 
future sale, either in their present or in a modified form. 

On the other hand there will be groups who want to have stocks 
carried for them from one period (in which they do not intend to 
consume them) to another period (in which they do intend to consume 
them). These consumers may be regarded as demanding storage. Since 
production is not stable for all commodities, consumers demand that 
the storage function be so performed that the flow of commodities for 
sale will be made relatively stable. We assume that there is no signifi- 
cant time lag between sales out of stocks by suppliers of storage and 
utilization of the commodity by households, for otherwise we could not 
distinguish suppliers from demanders of storage. For example, in the 
case of butter, storage is normally performed by the manufacturer— 
stocks are carried from the months of seasonally high production to the 
months of seasonally low production. Sales out of stocks by manufac- 
turers to wholesalers (or retailers) are assumed equivalent to sales 
to consumers, and the relevant price entering storage decisions is the 
wholesale price. This is a simple analogy to the derived demand for a 
commodity: with no time lag between wholesale purchases and house- 
hold consumption the demand for consumption can be expressed as a 
function of the wholesale price. 


A. The Demand for Storage 


The demand for storage of a commodity can be derived from the 
demand for its consumption. We assume that consumption during any 
period depends only upon the price in that period; all other variables 
affecting consumption are exogenous. Let P: be the price in period ¢ 
and let C: be consumption during ¢. The demand function in period ¢ 
can then be written: 


P, = fC = 0 
(1) HMC), <0. 
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The subscript indicates that demand may shift periodically. 

Consumption in any period equals stocks carried into the period plus 
current production minus stocks carried out of the period. Conse- 
quently we may rewrite (1) as: 

(2) P; = f(Siu + 

where S:-: is stocks at the end of period ¢ — i, X: is production during ¢ 
and S;: is stocks at the end of ¢. For convenience it is assumed that cur- 
rent production and subsequent levels of production and stocks are 
known. To derive the demand for storage of the commodity from 
period ¢ to period ¢ + 1, consider the effect of an increase in carryout 
trom period ¢, i.e., an increase in end-of-period stocks. Under the speci- 
fied assumptions, if the price in ¢ rises, less will be consumed. With 
stocks carried into the period known and current production given, the 
rise in price in ¢ results in less of the commodity offered for sale in ¢ 
and more carried out of ¢. Since future levels of production and stocks 
are given, more of the commodity is consumed in period ¢ + 1, é.e., 
price in ¢ + 1 will fall. Conversely a reduction in carryout from period 
t will, under these assumptions, be associated with an increase of Pr: 
relative to P:. In general, price in the next period minus price in the 
current period may be expressed as a decreasing function of stocks 
carried out of the current period. 

Symbolically the demand for storage from period ¢ to period ¢ + 1 
can be represented as follows: 

Pr — Pe = — fe(Ce) 

= + Xe — Sei) — + X,— 
If we differentiate this expression with respect to S:, we see that the 
partial derivative is negative. With S:-. known and X+, Xt+ and Stu 
exogenously determined, the price spread is a decreasing function of S:. 
The price spread may be positive or negative. Figure 1 shows the de- 
mand curve for storage. 

The assumption that demand may shift periodically is a realistic 
and, for our purposes, useful one. In general, the demand curve for 
storage of a commodity from period ¢ to period ¢ + 1 will shift upward 
(e.g., to D’D’ in Figure 1) as a result of (1) an increase in production 
in t, (2) a decrease in production in ¢ + 1 or (3) an increase in stocks 
carried out of ¢ + 1. Opposite movements of these exogenous variables 
will produce a shift downward. 


(3) 


B. The Supply of Storage 


The supply of storage is forthcoming from those firms holding title 
to stocks carried from one period to another. In a competitive industry 


we 


le 
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in an uncertain world a firm seeking to maximize net revenue will hold 
an amount of stocks such that the net marginal cost of storage per 
unit of time equals the expected change in price per unit of time. We 
have seen that the net marginal cost of storage need not be positive. 
The net marginal cost of storage is defined as the marginal outlay on 
physical storage plus a marginal risk-aversion factor minus the mar- 
ginal convenience yield oi: stocks. 


Ficure 1 


The total outlay on physical storage is the sum of rent for storage 
space, handling or in-and-out charges, interest, insurance, etc. As the 
quantity of stocks held by a firm increases, the total outlay increases. 
Although for any single firm this cost may increase at either a constz” 
or an increasing rate, it seems reasonable to suppose that the marginal 
outlay is approximately constant until total warehouse capacity is 
almost fully utilized (each firm can store all it wishes without affecting 
the cost per unit of the commodity stcred). Beyond this level marginal 
outlay will rise at an increasing rate. 

Suppliers of storage are mostly engaged in production, processing 
or merchandising with storage as an adjunct. The costs of storage 
must be considered as charged against the business operation as a 
whole. Given day-to-day fluctuations in the market, a producing firm 
can meet a sudden and “unexpected” increase in demand by filling 
orders out of finished inventories or by adjusting its production sched- 
ule or by some combination of these. The convenience yield is at- 
tributed to the advantage (in terms of less delay and lower costs) of 
being able to keep regular customers satisfied or of being able to take 
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advantage of a rise in demand and price without resorting to a revision 
of the production schedule. Similarly, for a processing firm the availa- 
bility of stocks as raw materials permits variations in production with- 
out incurring the trouble, cost and perhaps delays of frequent spot 
purchases and deliveries. A wholesaler can vary his sales in response 
to an increased flow of orders only if he has sufficient stocks on hand. 

The smaller the level of stocks on hand the greater will be the con- 
venience yield of an additional unit. It is assumed that there is some 
quantity of stocks so large that the marginal convenience yield is zero. 
Distinction is sometimes made between “surplus” stocks which will 
not be carried to a future period without expectation of a monetary 
return and “pipeline” or “working” stocks. There is an implication that 
pipeline stocks are relatively small and fixed in quantity. Such a distinc- 
tion has little functional meaning. Actually working stocks may vary 
through a considerable range, their upper limit being defined as the 
level at which the marginal convenience yield is zero. 

The third component of the net marginal cost of storage is the 
marginal risk-aversion factor. We should expect total risk aversion to 
be an increasing function of stocks. If a comparatively small quantity 
of stocks is held, the risk involved in undertaking the investment in 
stocks is also small. An unexpected fall in the price at which stocks 
must be sold will result in a relatively small loss to the firm holding 
stocks for later sale. For firms holding a small quantity of stocks as 
raw materials for use in production, an unexpected fall in the price 
will involve a relatively small loss. However, given the total capital 
resources of the firm, the greater the quantity of stocks held, the greater 
will be the loss to the firm from the same unexpected fall in the future 
price. There is probably some critical level of stocks at which the loss 
would seriously endanger the firm’s credit position, and as stocks in- 
crease up to this point the risk incurred in holding them will steadily 
increase also—the risk of loss will constitute a part of the cost of 
storage. The marginal risk-aversion factor may be assumed to be either 
constant or, more likely, an increasing function of stocks held. 

Again let S, denote the stocks carried out of period ¢. Let 0,(S,) be 
the total outlay on physical storage, r:(S,) the total risk-aversion factor 
and ¢,(S,) the total convenience yield. Then the net total cost of storage 
m(S,), is defined as: 


(4) = + — 


o, and rf, are increasing functions of S; so that the marginal outlay and 
marginal risk aversion are either constant or are increasing functions of 
S,, i.e., 0; >0 and >0; >0 and >0. is also an increasing func- 
tion of S,, but the marginal convenience yield declines and reaches zero 


; 
} 
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at some large level of stocks, i.e., c,’>0 and c,/’ <0. The net marginal 
cost of storage in period ¢ may be written as: 


(5) me (Si) = + (Si) — 
The net marginal cost of storage need not be positive. When stocks are 


relatively small, c,’ will be large. If ¢,’ is large enough relative to o;' 
plus 7,’, the net marginal cost of storage will be negative. Figure 2 de- 


FicurE 2 


picts graphically the net marginal cost of storage and its three compo- 
nents for a typical firm. 

Let the expected marginal revenue of stocks carried out of period ¢ 
be represented by u,'(S;). In a competitive industry u,’ equals the ex- 
pected change in price from period ¢ to a future period, say ¢+1.? 
Total expected net revenue is equal to: 


(6) — 


The quantity of stocks which maximizes expected net revenue is found 
by differentiating (6) with respect to S, and setting the derivative equal 


* For a firm operating under conditions of nonpure competition, ,* is a decreasing func- 
tion of stocks held. 
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to zero. This gives 
(7) = 


which expresses the familiar condition that expected net revenue is 
maximized when expected marginal revenue equals net marginal cost. 
The conditions on the second derivatives of o,, r, and c, insure that the 
solution is a maximum. 

Under the assumptions of pure competition and no external economies 
or diseconomies in the storage industry the supply curve of storage is 
the horizontal sum of all individual net marginal cost functions. Thus 
the sum of equations like (7), when solved for S; as a function of u,’, is 
the supply curve of storage. We denote the supply of storage by 


(8) u = ge(S:). 
C. Equilibrium 

We can now use the demand for and supply of storage to determine 
the equilibrium quantity of stocks carried out of ¢ as a function of 
the price spread. We suppose that prices expected to prevail in future 
periods are the same for each firm. The equilibrium quantity of stocks 
is determined by the equality of the demand for stocks and the supply 
of stocks: 


(9) ur = EP —_ Pi, 


where EP;.: is the price expected in period ¢ + 1 and P;: is assumed 
known. Using (3) and (8) this can be written 


(10) Efe(S: + X S41) — +X:-— 


For a two-period model the equilibrium is illustrated in Figure 3. DD, 
D’D’ and D”D” are demand-for-storage curves; CC is the supply 
curve of storage. If DD is the demand curve in ¢, the equilibrium price 
spread will be OR and the equilibrium quantity of stocks carried out 
of ¢ will be OL. If production during ¢ or the expected production 
and/or carryout in ¢+1 were to change, the demand curve would shift. 
Take, for example, the case in which production is reduced in period ¢, 
production in ¢+1 is expected to increase or stocks carried out of ¢+1 
are expected to decrease. Then the demand curve will shift downward to 
D” D” so that the equilibrium expected price spread is negative, OQ, 
and the equilibrium quantity of stocks is OK. 


Il. The Supply Curve of Storage of Selected Agricultural Commodities 


Suppose that the period under consideration is one month. Then 
as production and planned future inventories vary seasonally the de- 
mand curve will shift. Normally the cost per unit of storage space, 
handling charges per unit, the allowance for spoilage and negotiation 
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charges will not vary from month to month. Interest and insurance 
charges per unit vary seasonally with the price. Since insurance is a 
very small proportion of the cost per unit stored and since the variation 
in price would be responsible for only a very small percentage variation 
in interest charges per unit stored, we may take the marginal outlay 
function as relatively stable. Furthermore, it is unlikely that the 
marginal convenience yield function and the marginal risk-aversion 


Ficure 3 


function will shift significantly from month to month. Consequently, 
we may reasonably assume that the supply curve of storage is relatively 
stable. If we allow demand to fluctuate over a stable supply function, 
a supply curve of storage can be generated empirically by measuring 
the relationship between EP:.: — and S: for = 1, 2,3, m. 


However, merely plotting appropriate price spreads against stocks 
would conceal the relative importance of the three components in the 
net marginal cost of storage. Indeed it would not tell us whether or not 
more than two components are required to explain end-of-period stocks. 
Consider the equilibrium equation EP,,,—P.=o0,/+r,—c,’. The price 
in period ¢, P,, and the marginal outlay, o,’, are in principle observable. 
Granted that a means can be obtained for estimating the expected price, 
EP.4:, these three variables can be used to estimate the residual, 
r;'—c,. If in conjunction with the marginal outlay the marginal con- 
venience yield is sufficient to explain the level of stocks held, i.c., if 
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r,/=0, the residual should be a monotonically nondecreasing function 
with zero as a maximum. If, on the other hand, the residual rises above 
zero over a significant range of stocks, another variable is required to 
explain the holding of stocks as a function of price spreads. For several 
agricultural commodities the residual EP,.:—P,—o,' is labeled r’—c’ 
and is related to total stocks in Figures 4 to 8. Before proceeding to 
these empirical conclusions, however, let us examine the means used 
to derive estimates of the relevant variables. 


A. Expected Prices 


For stocks which are hedged on an active futures market the price 
spread relevant to a decision about storage levels is the difference be- 
tween a futures and a spot price. Arbitrage between cash and futures 
markets will insure that the cash price expected to exist in a future 
period is accurately reflected in the current quotation of the futures 
price for delivery in that period. Some commodities have no futures 
market, yet they are stored in economically significant quantities. For 
others a futures market exists but the amount of hedging is negligible. 
Consequently we need a method for obtaining reasonable approxima- 
tions to expectations of future prices. 

In general it will be assumed that decision-makers include in their 
expectations of monthly prices notions of trend, seasonal normal, and 
transitory factors. In the absence of more specific information it seems 
reasonable to suppose that the sequence of prices expected to prevail 
within one planning interval, for example one production and storage 
year, depends in some way on past prices. Of course price expectations 
are shaped by a variety of influences so that the expression of expected 
price as a function of past prices is merely a convenient way to sum- 
marize these diverse influences. 

To estimate the trend in monthly price expectations a linear multiple 
regression of annual average price on past annual average prices is 
used. This yields a prediction of the expected annual average price in 
the planning year. Upon this estimated annual average price a seasonal 
price index is superimposed as an estimate of the “normal” sequence 
of future monthly prices.’ This method gives a typical structure to 

* Because it has yielded the smallest standard error of estimate for all commodities 
studied a linear multiple regression of annual average price on past annual average prices 
has been chosen as the means for estimating expected annual average price. For the 
period covered by the data the seasonal indexes were applied as follows: a new 5-year 
index was computed after each 3 years in order to take into account gradual changes 
in the seasonal price pattern. The 5 years used to compute the index were taken as the 
5 years preceding the first year of the 3-year period in which it was applied so as to 


take into account the fact that future prices are unknown and to (partially) eliminate 
any transitory elements in the monthly price pattern of the immediately preceding year. 


BRENNAN: SUPPLY OF STORAGE 59 


the sequence of expected monthly prices. Since there are a number of 
diverse transitory influences which could possibly be operative in any 
given planning interval (leading to a complex expectation function) 
and since those which are operative will result in shifts in the demand 
and/or supply schedules, we assume for simplicity that the transitory 
factors can be summarized in the price variable. Recent prices are a 
partial result of forces expected to continue to operate in the near fu- 
ture. It is highly probable that the more recent the past price the more 
that price expresses the operation of forces relevant to expectations. 
The transitory influences may not have been operative three or four 
months previously; if transitory factors were operative then, they will 
likely be reflected to more or less degree in the prices of more recent 
months. 

Assuming a planning interval of » months, before adjustment for 
transitory factors we have a vector of m expected monthly prices which 
reflect trend and seasonal normal. Let the vector of n—¢ adjusted ex- 
pected prices formulated in month ¢ be represented by 


(11) = (EPs, EPuy2, , EPr). 


There will also be a vector of n—(i—1) adjusted expected prices which 
was formulated in month #—1. Let the vector of m—i of these expected 
prices formulated in f—1 be represented by P*(t—1)?,,. That is, of 
the n—(t—1) expected prices formulated in month t—1, P*(t—1)?,, 
represents »—t of them extending from period #+-1 to period m. In this 
way both P*(é)?,, and P*(t—1)?,, contain the same number of ex- 
pected prices covering the same future months. The adjustment for 
transitory factors in period ¢ is: 


— P*(t — = — EP,) + — @) (Pra — 
(12) + a(1 — a)*(Pr2— 


where a@ is a constant less than or equal to 1, EP, is obtained from 
P*(t—1)?, is obtained from P*(t—2)? ,, etc. 

Expression (12) states that the sequence of expected future prices 
is adjusted for transitory factors by a weighted moving average of the 
errors made in past predictions in which the weights decline toward 
zero as one goes back in time. Decision-makers in revising their ex- 
pectations upward or downward take into account not only the error 
made in the preceding month but also those of several past months. 
In each month, as each new price becomes known, a new adjustment of 
all remaining future prices in the planning interval is made. The num- 
ber of past errors to be included will depend upon the value of a. The 
assurance that the weights decline means that practically we can ignore 
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errors in the very distant past. The closer is a to 1, the less importance 
distant past errors assume.* If we try a number of different values for 
a, we can find a value which will yield the least deviation between 
expected and actual prices (and for the methods used to estimate trend 
and seasonal normal the greatest correlation between expected and 
actual prices).° This iterative procedure has been applied to the 5 
commodities studied and the smallest errors of estimate are consistently 
obtained by using 3 past errors for some commodities and 4 for others 
with rounded values of a varying between .8 and .7. 

What might be said in favor of this “naive” expectation model? 
First, it is likely that decision-makers with first-hand information avail- 
able to them in each period will form price expectations with deviations 
from actual prices at least as small as those obtained by this method. 
Expected price spreads in relation to stocks derived from the use of 
this model are not significantly different in general form from actual 
price spreads, i.e., where EP: = P:. If the price expectations of decision- 
makers should lie between actual prices and our estimates of their 
expectations, then the substantive conclusions about the supply curve 
of storage would not be significantly different from the case in which 
we knew exactly and completely how each price expectation was 
formed. Secondly, attempts to construct expectation functions of a 
more sophisticated nature have not yielded results as accurate in 
predictability as those derived from this model. Finally, in the case 
of those commodities for which there are active futures markets the 
futures price has also been used as the expected price. When the fitted 
curve relating stocks to expected price spreads derived by the above 
method is superimposed on observations involving futures price 
spreads, the scatter around the curve is close enough to warrant con- 
fidence in this model of expected prices. 


B. Marginal Outlay 


There are no published data on storage charges per unit per month 
made by warehouses to owners of stocks; it was necessary to collect 
this information directly from a sample of cold-storage warehouses, 


*The sum of the weights for m past errors is 1— (1—a)"**. The number of past 
errors to be included can be found from the formula 
14) <1 
in which the sum of the weights is made as close to 1 as is practicable. In this way we 
allow the data to choose the number of past errors to be included subject to the constraint 
that the sum of the weights is less than or equal to unity. 
* Under the assumptions made above it can be shown by maximization of the likelihood 


function for each chosen a that this iterative procedure yields maximum likelihood 
estimates. 


| 
| 
| 


BRENNAN: SUPPLY OF STORAGE 61 


grain elevators and other sources.° The total cost per unit is composed 
of rent for storage space, handling charges, interest, insurance and an 
allowance for negotiation charges and spoilage. The charge for storage 
space is relatively stable from 1924 to 1938 for eggs, butter and cheese 
and from 1924 to 193z - wheat and oats. To determine the handling 
charge per month the cl.arge, quoted in cents per unit, was divided by 
the average number of months that stocks were held in storage during 
the year minus one month. One month was deducted in order to give 
a maximal estimate of marginal outlay, and thereby the hypothesis 
being tested was placed at its greatest disadvantage. 

From 1924 to 1930 interest was figured at 6 per cent per annum, 
the rate normally charged by warehouses on funds advanced to owners 
of stocks during this period.’ The customers’ rate charged by banks 
on commercial loans in 19 cities averaged a little less than 5 per cent 
for this period. Between 1930 and 1939 this bank rate fluctuated be- 
tween 5 and 2% per cent, averaging about 314 per cent. Since ware- 
houses report that they normally charge a rate slightly higher than 
the bank rate, interest has been imputed at 1 per cent above the bank 
rate. The monthly interest cost per unit was computed as a percentage 
of the weighted average monthly price during the months in which 
stocks were being accumulated seasonally. Each monthly price was 
weighted by the increase in stocks during that month. 

The median insurance charge appears to be about .08 per cent of the 
value per month and was estimated at .10 per cent of the weighted 
average monthly price. An allowance of .05 per cent of the weighted 
average monthly price was attributed to butter, eggs and cheese for 
spoilage and negotiation charges. An allowance of .03 per cent was 
attributed to wheat and oats. In the light of comments made by ware- 
house operators these allowances are probably slight overestimates. 
The estimate of storage costs is the average of the charges made in the 
important storage areas. Geographical differences in storage rates and 
value of stocks are not sufficient to alter the empirical conclusions. The 
variance of 0,’ relative to the residual r’—c’ is small enough to dismiss 
the possibility that the size of r’—c’ is significantly dependent upon the 
size of the variance of 0,’. 

The charge per unit made by warehouses to owners of stocks does 


* Sources in the survey from which replies were received for butter, cheese and eggs are 
18 cold storage warehouses in 8 geographically dispersed cities; 2 meat-packers with 
national distribution; 2 middle-western cooperatives; the Chicago Mercantile Exchange 
and the U. S. Department of Agriculture. Sources for wheat and oats are 14 grain ele- 
vators in 7 dispersed cities; the Chicago and Kansas City Boards of Trade; the Grain 
Exchange Institute, Inc., Chicago and the U. S. Department of Agriculture. 

*E. A. Duddy and D. A. Revzan, “Profits and Losses in the Storage of Butter,” Jour. 
Bus. Univ. Chicago, Oct. 1933, VI, 293-317. 
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not increase as stocks increase. This, together with the fact that inter- 
est, insurance and handling charges per unit are not rising functions 
of stocks, suggests that the marginal outlay is constant and equal to 
the average outlay. It is still possible, however, that marginal outlay 
rises as stocks increase over the relevant range because at or near the 
peak storage months warehouses in the important storage areas are 
filled to capacity and additional stocks must be diverted to warehouses 
located at a greater distance from the point of production or sale. Then 
the marginal cost would rise with the distance from the normal storage 
area and with the additional amount of handling required. The facts 
do not support this supposition. In the years 1924 to 1938, for the 
economy as a whole the peak occupancy period for public and private 
cold storage warehouses was around October, at which time about 
70 to 80 per cent of capacity was utilized. The peak seasonal storage 
period for butter, cheese and eggs occurred in the summer months when 
60 to 70 per cent of capacity was utilized. In the survey of warehouses, 
firms in the most important storage areas replied unanimously that 
capacity was never utilized during this period to the extent that stocks 
had to be diverted to other areas. The same reply was received from 
grain elevators with respect to wheat and oats. Except for a few geo- 
graphically and temporally isolated instances, such as 1929 in Chicago, 
there was never exceptional congestion of elevators during the period 
1924 to 1932. As a consequence the average outlay has been used as 
an approximation to the marginal outlay assumed constant over the 
range of observed levels of stocks. 


C. Risk and Convenience Yield 


For several agricultural commodities end-of-month stocks are plotted 
against the residuals EP,,:— P,—o,’, where ¢ is equal to one month, P; 
is the average monthly price and EP,,,; is calculated by the method 
outlined previously. The relations of the residuals, r’—c’, with stocks 
are shown in Figures 4 to 8. Three semiperishable and two durable 
farm commodities were selected for study.The commodities are further 
differentiated by the importance of futures markets. For shell eggs, 
cheese and butter the data cover the period 1924 to 1938; for wheat and 
oats, 1924 to 1932. Later dates were omitted because of the influence 
of government price-support and storage programs. Prices were deflated 
by the wholesale price index of all commodities (1926=100). Stocks 


*Data for these figures were derived from the following sources: (1) cash prices: 
Yearbook of Agriculture, Agricultural Statistics; (2) futures prices: Grain Futures Statistics, 
Stat. Bull. 131, USDA, July 1953; (3) stocks: Agricultural Statistics; Cold Storage 
Report, USDA monthly; Dairy Statistics and Related Series, Stat. Bull. 134, USDA, Oct. 
1953; Grain and Feed Statistics, Stat. Bull. 159, USDA, Mar. 1955 and information made 
available by the U. S. Department of Agriculture. 
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Ficure 4.—Shell Eggs: Average wholesale price spreads per dozen, Chicago, by months, 
1924-1938 minus marginal outlay per month related to end-of-month total cold-storage 
holdings. 


are expressed as percentages of a 13-month moving average in order to 
facilitate monthly comparisons allowing for long-term growth in pro- 
duction and stocks. A number of curves that conform generally to the 
shape of the scatter diagram were fitted by least squares, and the curve 
giving the best fit was used. 

Although most of the diagrams are self-explanatory, Figures 5, 7 
and 8b call for some comment. The special circumstances surrounding 
the aging of cheese in storage account in large part for the relatively 
small percentage seasonal fluctuations in stocks. Because certain 
cheeses are undergoing a relatively long aging process the amount of 
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Ficure 5.—Cheese: Fresh single daisies, average wholesale price spreads per pound, 
Chicago, by months, 1924-1938 minus marginal outlay per month related to end-of-month 
total cold storage holdings. 
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Ficure 6.—Creamery Butter: Ninety-two score, average wholesale price spreads per 
pound, Chicago, by months, 1924-1938 minus marginal outlay per month related to end- 
of-month total cold-storage holdings. 


cheese held in storage does not respond readily to changes in monthly 
price spreads. The effect of this is to raise the absolute level of the 
seasonal trough for total cheese holdings. The absolute quantity of 
stocks held during the peak months may be larger than stocks of com- 
modities for which processing and storing are not a single operation; 
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Ficure 7a.—Wheat: No. 2 hard winter, average price spreads per bushel, Kansas City, 
by months, 1924-1932 minus marginal outlay per month related to total end-of-month 
wheat stocks. 
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Ficure 7b.—Wheat: Futures price spreads,* end-of-month closing prices of principal 
futures, Chicago Board of Trade, 1924-1932 minus marginal outlay related to total end- 
of-month wheat stocks. 


* See footnote 9. 


nevertheless, the higher annual average level of stocks per month will 
result in a relatively smaller seasonal peak when expressed as a per- 
centage of trend. To enable comparison of expected-price calculations 
Figures 7b and 8b show the curves derived in Figures 7a and 8a super- 
imposed on the scatter of points yielded by futures price spreads minus 
marginal outlay.* Though futures price quotations provide fewer ob- 


* Rather than compare a current cash price with the current quotation of a distant 
futures price, the current quotation of the futures price for delivery in a distant month was 
subtracted from the current quotation of the futures price for delivery in the current 
month or a near month. This was done to insure that the prices being used referred to 
identical commodities. The cash wheat price in July may differ from the July futures 
wheat price quoted in July by the inclusion of wheat “on track” in the cash price. The 
futures price spreads used in Figures 7b and 8b are the following: (1) September futures 
minus July futures at the end of July 1924 to 1932 exclusive of 1928 and 1931; (2) Sep- 
tember futures minus July futures at the end of June 1924 to 1932 exclusive of 1928 and 
1931; (3) May futures minus March futures at the end of March 1929 to 1932 exclusive 
of 1931; (4) December futures minus September futures at the end of September 1925 to 
1932 exclusive of 1928 and 1931. Years in which corners, squeezes or exceptional circum- 
stances affected the price spreads are omitted in order to depict the normal relationship 
more clearly. March quotations are not available prior to 1929. The exceptional price 
spreads in 1929 are due in part to unusual congestion of grain elevators in Chicago. 
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Ficure 8a.—Oats: No. 3 white, average price spreads per bushel, Chicago, by months, 
1924-1932 minus marginal outlay per month related to total end-of-month oats stocks. 


servations, there is no significant difference between this curve and one 
fitted to the 23 observations by least squares. Similar comparisons 
were not made for the semiperishables because futures trading is often 
too light to afford good quotations. 

If one is willing to allow a few “heroic” assumptions, it is possible 
to obtain a plausible quantitative estimate of the risk premium involved 
in storage. First, the marginal convenience yield is approximately zero 
in the peak storage months. Second, the marginal risk aversion is a 
linear increasing function of stocks; for the most plausible supposition 
about the marginal risk aversion is that it does increase with the level 
of stocks. If the marginal risk aversion were constant, this would imply 
that, given their capital resources, firms’ decisions about additions to 
stocks would be independent of the amount already invested in stocks. 
This seems improbable. With c’ equal to zero at the maximum ob- 
served level of monthly stocks, the residual is 7’, and the linear function 
passes through this point and the origin. 

Since marginal outlay is equal to average outlay, the average mone- 
tary return or “profit” from storage can be obtained from knowledge 
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Ficure 8b.—Oats: Futures price spreads,* end-of-month closing prices of principal 
futures, Chicago Board of Trade, 1924-1932 minus marginal outlay related to total end-of- 
month oats stocks. 


* See footnote 9. 


of this linear function. When stocks are relatively small, for each unit 
of the commodity put into storage a small risk premium will be re- 
quired. The larger are stocks already held, the larger will be the risk 
premium of each unit put into storage in that month. If the average 
of these monthly returns is taken, an approximation to the return per 
month is obtained. Suppliers of storage move temporally along the 
risk function from the month of seasonal minimum stocks to the month 
of seasonal maximum and back again to the seasonal minimum. The 
average of these monthly values expressed as a percentage of price 
gives the average percentage return per month. 

This has been done for each of the commodities studied and the 
estimated returns per annum are as follows: wheat 6.6 per cent, oats 
6.8 per cent, butter 7.9 per cent, eggs 8.5 per cent and cheese 9.5 per 
cent. The relative difference in annual returns can be explained pri- 
marily by perishability. In addition to deterioration there is a quality 
factor which affects storage of and speculation in the semiperishables 
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which does not exist to nearly the same degree in the case of more 
durable commodities. A speculator in grain can be comparatively cer- 
tain that the commodity coming out of storage is the same as the 
commodity that went into storage. Because of a possible taste differ- 
ential between fresh and stored semiperishables this is not true to the 
same extent for these commodities. Consequently this lack of knowl- 
edge on the part of speculators would require that they obtain a 
greater return for undertaking the risk of investment in semiperishable 
stocks. Shell eggs appear to be the commodity most affected by this 
uncertainty with respect to quality. There is another reason for the 
relatively higher return on cheese. The absolutely larger seasonal mini- 
mum level of stocks, shown in Figure 5 and explained earlier, means 
that the annual average investment in stocks is larger. As a result we 
should expect a risk premium in proportion to the larger annual average 
quantity of stocks held. 

One interesting feature of the functions in Figures 4 to 8 is that they 
may be used to explain why such small proportions of semiperishable 
stocks have been hedged on the futures markets. By far the most im- 
portant holders of semiperishable stocks are producers, wholesalers 
and dealers. These stocks are carried from the months of seasonally 
high production to the months of low production. A maximal estimate 
is that about one-third of total annual butter stocks were hedged prior 
to 1940. Of those owners of butter stocks who did engage in hedging 
—those who held the largest quantities of stocks—most hedged only 
a part of their total holdings.*® A similar situation exists for eggs and 
cheese. Opinions expressed by officials of the various mercantile ex- 
changes indicate that they have been unsuccessful in attempting to 
establish active futures trading on a large scale for these semiperish- 
ables. 

When stocks are relatively small, the marginal convenience yield is 
relatively large; stocks will be held unhedged if the owner can expect 
to receive a marginal risk premium reflected in the expected seasonal 
price structure. There is always the possibility that the demand for 
consumption will increase within any one month, and the marginal 
convenience yield expresses the allowance made for this by owners of 
stocks. If this increase in demand is considered to be permanent, ex- 
pected prices will rise in each future month within the planning interval. 
The immediate effect of the rise in demand is to raise the current cash 
price. As we have seen in the theory of the demand for storage, if 
future levels of production and stocks were not to adjust to the 


*”H. S. Irwin, Impressions of Trading in Butter and Egg Futures, Comm. Exch. Admin., 
USDA (Washington, D.C., Feb. 1940). 
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permanently higher expected prices, this would mean a decrease in 
demand for stocks to be carried out of the current month and a decrease 
in the price spread. But when sufficient time is allowed for the produc- 
tion schedule to be adjusted, then production in the current month 
and perhaps production and storage in future months will increase. 

The increase in demand for consumption will take the form of an 
expanded flow of orders, and the availability of stocks to meet the 
increased flow provides the convenience yield. Suppose that the cash 
price on August 10 is 50 cents and the December futures price is 60 
cents (the net marginal cost of storage is 10 cents). If the cash price 
on August 11 were to rise to 55 cents, arbitrage between the cash and 
futures markets would insure a higher futures price also, given that 
the change in demand is considered permanent. Let us suppose that it 
rises to 65 cents, reflecting a continued higher expected price level. 
Production and stocks can be adjusted to reach the levels consistent 
with the ten-cent price spread. Consider a firm which has on hand 
unhedged stocks. It can meet the increase in demand for consumption 
and cash price by filling orders out of stocks. This temporarily reduces 
stocks below the level which maximizes net revenue, but these stocks 
can be replaced from later production in such a way that the new 
total level of stocks held maximizes the expected net revenue reflected 
in the new ten-cent price spread. Now consider the owner of stocks who 
has hedged. Though the stocks have been committed to future sale at 
a futures price quoted at the time of the hedge, e.g., 60 cents, the stocks 
could still be used to take advantage of the increase in the cash price; 
however, the futures price quotation will have risen also. Then the 
purchase of a futures contract to cover the short sale would (partially) 
eliminate the gain from sales out of stacks. 

It might be argued that it wouli be unnecessary to purchase a 
futures contract. One could still meet the short sale out of later pro- 
duction. But this later production would have to be sold at the futures 
price originally contracted when the hedge was effected, and this would 
now be lower than the current futures price quotation. There is a re- 
turn foregone. As long as there is a relatively high marginal convenience 
yield and the firm expects a risk premium for carrying stocks into a 
future period, it will be to the firm’s advantage to hold some stocks 
unhedged in order to be prepared for a possible unforeseen contingency. 

As stocks accumulate the marginal convenience yield will decline. 
Since the owner of stocks has on hand unhedged stocks ovt of which 
he can fill increased orders, he can now hedge any additional stocks 
and shift the risk to speculators. The reason why he may decide to 
shift the risk is that total risk aversion is approaching the critical level 
—critical in terms of the firm’s capital resources and credit position as 
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explained earlier. Since there are a potentially infinite number of 
speculators, the risk will be spread over a greater number of individuals 
in society and borne at a smaller cost than that required in the case of 
any limited number of firms. When the marginal risk premium required 
by any individual firm exceeds that required by speculators, stocks 
will be hedged. 

Under the specified assumptions it has been shown, on the basis 
of the evidence presented in Figures 4 to 8, that speculators in grains 
require a smaller marginal risk premium than speculators in semi- 
perishables. Consequently we should expect that, given the capital 
resources and convenience yields of storage firms, a greater proportion 
of grain stocks would be hedged relative to semiperishable stocks. If 
the increasing marginal risk functions of a holder of butter and a 
holder of grains are approximately the same, the risk premium will 
exceed that of speculators at a smaller level of holdings for the storer 
of grains. Since the risk premium required by speculators in butter is 
larger than that required by speculators in grains, the butter storer 
must accumulate relatively greater stocks before his risk premium will 
exceed that of speculators. When stocks of any commodity are large 
enough to require hedging, the risk premium for the market as a 
whole is the risk premium of the speculators in that commodity. We 
may interpret the evidence on price spreads, risk premiums, con- 
venience yields and hedgings for the economy as a whole as the com- 
bination of forces operating simultaneously to determine the level of 
stocks held as a function of price spreads and the proportion of these 
stocks hedged on the futures markets. 


III. Conclusion 


When referring to the motives for holding money, the convenience 
motive is ordinarily distinguished from the speculative motive. The 
exact counterpart of this convenience motive for holding stocks would 
apply strictly only to those held in order to avoid the nuisance and 
cost of (1) frequent deliveries for processing and (2) frequent revisions 
of the production schedule to effect increased sales. The definition pre- 
sented in this paper is somewhat broader. To include in the definition 
of convenience yield the benefit of being in a position to take advantage 
of a possible price rise on short notice would seem to place these hold- 
ings in the category of speculative stocks. 

In such questions of definition usefulness is generally accepted as 
the criterion for choice. The line of distinction between convenience 
and speculative stocks is a thin one. If a firm is presumed to hold 
stocks for the purpose of convenient handling of an expanded flow 
of orders, how can this increase in orders occur unless the total market 
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demand for consumption increases? If it is not a mere shift in orders 
from one firm to another while market demand remains unchanged, 
the current price can remain constant only if supply is perfectly 
elastic in the short run; there is nothing a priori to guarantee that this 
is the case. On the contrary, once stocks have been put into storage 
with the intention of carrying them to a future period, price in the 
current period would have to be bid up by those who intend to 
“consume” them in order that some of the stocks be diverted to cur- 
rent consumption. 

Holbrook Working has pointed out two shortcomings of the price- 
of-storage theory which expresses net marginal cost of storage as 
marginal outlay minus marginal convenience yield (defined in the 
narrow sense).** Much storage is supplied by firms which do not hedge 
(completely), and many hedged stocks earn a gross monetary return 
per unit which is not exactly equal to the marginal outlay. The virtue 
of our broader definition is that, by means of this concept together 
with the marginal risk premium, it is possible to explain the degree 
of hedging as well as the difference between the gross return and the 
marginal outlay. It emphasizes the importance of risk for seasonal 
accumulation and provides an explanation of the “inverse carrying 
charge.” 

The notion of risk has entered previous discussion of storage. Sev- 
eral British writers have viewed the marginal risk premium as an 
increasing function of stocks; however, the risk premium was used 
primarily in an attempt to explain inverse carrying charge by the 
phenomenon of discounting the future.** For hedgers who are forward 
sellers (the majority of suppliers of storage) the futures price must 
fall short of the expected price by the amount of the marginal risk 
premium; hence, if the current price is expected to remain unchanged, 
the futures price must be below the spot price. For hedgers who are 
forward buyers the futures price is above the expected price by the 
amount of the marginal risk premium. Although this summary is some- 
what skeletal, it illustrates the different role played by the risk 
premium. Holbrook Working has effectively demonstrated that the 
attempt to use risk in this way to explain inverse carrying charge hinges 
on a concept of substantial independence of cash and futures markets.** 
Continuous effectiveness of arbitrage between cash and futures prices 
makes it necessary to regard the two sets of prices as determined in 
a single market, i.e., expected price equals futures p:ice. On the basis 

1 Hf. Working, “The Theory of Price of Storage,” Am. Econ. Rev., Dec. 1949, XXXIX, 
1254-62. 

27. M. Keynes, Treatise on Money (New York, 1930), II, p. 143. 

% Working, “Theory of Inverse Carrying Charge,” loc. cit., p. 2. 
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of statistical evidence inverse carrying charge is better explained by 
a theory that does not involve explicit consideration of any supposed 
discounting of the future. 

The theory presented in this paper provides a general hypothesis 
to explain the degree of hedging as well as intra- and interyear 
storage behavior. Two of the components which determine the supply 
curve of storage are not directly observable, yet the hypothesis can 
also be used to obtain a measure of the relative risk premiums involved 
in the storage of different commodities. 


THE FOREIGN-TRADE AND BALANCED-BUDGET 
MULTIPLIERS 


By F. D. HoLzMan AND ARNOLD ZELLNER* 


The primary purpose of this paper is to clear up some obscurities 
in the short-run’ static theory of the foreign-trade multiplier. We shall 
also indicate the implications of our results for the theory of the 
balanced-trade, repercussion, and balanced-budget multipliers. 


I. The Foreign-Trade Multiplier 


In The Means to Prosperity, Keynes provides a verbal exposition of 
the foreign-trade multiplier concept which we formalize with the aid 
of the following model: 

(1) Y=C+I+X-M, 
(2) C=C,+cY- 

Equation (1) is the national income identity with C representing 
total consumption including imports, J autonomous net investment, 
X exports, and M. autonomous imports, assumed to be entirely con- 
sumer goods.* Equation (2) is the consumption function which we 
assume linear and in which C, is the autonomous part of consumption 
and c the total marginal propensity to consume. In the absence of 


* The authors are associate and assistant professor, respectively, at the University of 
Washington. They are indebted to Martin Bronfenbrenner, Philip Cartwright, Arnold 
Harberger, J. R. Huber and Forrest Key for valuable comments. 

* Our approach is short run in the sense that we make no attempt to handle problems 
arising from trade imbalances. In effect, we assume that an equilibrium level of income 
is reached when M+ S = X-+1 where M is the level of imports, S savings, X exports, 
and J investment. Over the longer run equilibrium would require that 4‘ =X unless 
autonomous capital flows of proper amount and direction occur. Otherwise, the accumula- 
tion (decumulation) of foreizn-exchange balances by the surplus (deficit) nation would 
force a change in the exchange rate or the imposition of direct controls (by the deficit 
nation) which would tend to equate M and X. 

* By exports and imports we denote total receipts and expenditures, respectively, on 
current account, including unilateral transfers. Actually, imports may include not only 
consumer goods but investment goods, goods which are later re-exported and goods pur- 
chased for government use,’The point of this article would not be invalidated by disaggre- 
gating imports by class of buyer; we are only concerned to indicate the impact of imports 
on domestic consumption and savings, respectively, and it does not matter that we con- 
centrate imports in consumption. 

The analysis could easily be generalized to include induced investment and induced 
government expenditures. In this event, we would substitute a marginal propensity to spend 
for our marginal propensity to consume. 
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induced imports, c = ca, the marginal propensity to consume domestic 
goods. From (1) and (2), then, the change in national income produced 
by changes in autonomous factors is given by the following expression: 
y= AC, + AI + AX — AM, 


(3) 


This formulation implies that fluctuations in trade affect national in- 
come via the current account surplus (or deficit) multiplied by the 
usual Keynesian multiplier.* If we abstract from changes in autonomous 
consumption and investment, that is AC. = 0 and AJ = 0, (3) becomes, 


AX — AM, 


An alternative derivation of (4) may be obtained by summing the 
following two series: 


(4) AY 


AX 
and 
AM, 
(6) —AM, — cAM, — PAM, — GAM, 
¢ 


These “traditional” derivations of the foreign-trade multiplier in- 
volve several implicit or hidden assumptions which seem to have gone 
unnoticed in much of the literature on the foreign-trade multiplier. 
With respect to exports, it is assumed that all exports are sales of cur- 
rently produced goods and services and are therefore income-creating. 
This is not the case, however. First, exports usually include some sales 
om capital account: These would alter the exporter’s portfolio of assets 
but not his income. 

Second, the exports of most nations contain an element of imports. 
This takes two forms: raw materials or finished goods which are im- 
ported only to be transshipped in much the same form; and the case 
where raw materials are imported to be processed and exported as 
semifabricated or final products. The former is the case of the entrepdt 
nation. Great Britain and Japan are outstanding examples of the latter, 
as well as of the former. In fact, in the prewar period British re-exports 
of imported goods falling in the first category alone, amounted to some 
10 to 15 per cent of exports and 5 to 7 per cent of total receipts on 
current account. 

*This is a modification of J. J. Polak’s equation (1) in his “The Foreign Trade 
Multiplier,” Am. Econ. Rev., Dec. 1947, XXXVII, 892. This article, Gottfried Haberler’s 


“Comment,” and their joint “A Restatement” in the same issue of the Review constitute 
one of the most important sets of contributions in this field. 
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Third, receipts of immigrants’ remittances, gifts, and reparations 
from abroad,* do not arise directly out of the production process of a 
nation and are not income-creating until they have been disposed of.° 
In the process of being spent, leakages occur in the form of savings.° 
In the present context imports are considered wholly autonomous; 
therefore an import leakage does not exist. In a model with induced 
imports and a government sector, there would be import and tax leak- 
ages in addition to the savings leakage.” 

In the case of gifts such as unilateral government aid, the multi- 
plier effect is likely to be very small or zero. The recipients of such 
aid typically maintain a level of imports which does not satisfy the 
average propensity to import. Hence, receipt of the gift is likely to 
involve an immediate and equal increase in the value of imports, with 
no stimulating effect on domestic national income. It is conceivable 
under these circumstances that a part of the increment in imports may 
substitute for domestically produced goods. Where this happens, the 
multiplier effect will be negative. 

The transfer receipts discussed above are not unimportant in the 
balance of payments of many nations. Israel, for example, in 1951 
showed immigrants’ transfers and other remittances of 42.3 million 


*Such unilateral transfers today are often not placed in the current account of the 
balance of payments but appear under special headings. The change in classification 
should not blind us to the income-generating or -destroying effects of such transfers. 

°C. P. Kindleberger (International Economics [Homewood, IIl., 1953], pp. 341 ff.) argues 
that investment income from abroad does not generate ;ncome until it is spent and there- 
fore suggests treatment similar to that which we suggest for immigrant remittances, etc. 
He says: “. . . exports generate more national income than investment income [does] in 
the first round. Exports require the expenditure of money for goods and services before 
goods are available for shipment overseas, while investment income requires no spending 
in advance of the foreign transactions.” We believe that since interest and profits on 
capital invested abroad are considered to be part of national income (like interest and 
profits from domestic investment), the receipt from abroad of investment income must 
be considered in its entirety as income-generating. We admit that the justification for our 
position may be more conventional than “economic” and that the true impact of invest- 
ment income from abroad may be more realistically estimated by classifying it with 
immigrants’ remittances, etc. In this case, the export leakage parameter, 1—¢ (below), 
would be increased. 

*We have assumed that the remittance is made in the grantee’s currency. If this were 
not the case, it would be necessary for the grantee to find a buyer for his foreign currency, 
a buyer (private or public) who is willing to hold idle balances of foreign currency since 
imports are autonomously given. 

* Although we will not consider the capital account here, it should be noted that the 
usual assumption is that the purchase of a stock or bond in this country by a foreigner 
affects the portfolio and liquidity but not the income or consumption of the domestic 
seller. This is not, of course, always the case and domestic spending may be altered with 
an effect on income. Furthermore, there may be an effect on income through changes in 
the interest rate (see reference to S. C. Tsiang’s article in fn. 12 below). Finally, if the 
foreign investor puts his money directly in new plant and equipment, this would be 
equivalent to a commodity export, though it would show up as part of domestic investment 
in the national income accounts. 
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Israeli pounds in comparison with exports of 16.7 million.* For Ireland, 
immigrants’ remittances were 9.4 and 10.1 million Irish pounds in 
1946 and 1951, respectively, in comparison with exports of 39.0 and 
81.4 million pounds.® It is well known that unilateral government aid 
has loomed very large in the balance-of-payments receipts of many 
nations. 

In our present model, no adjustment need be made for the second 
factor mentioned. We have avoided the problem of having to take 
account of the import content of exports by assuming that all imports 
are destined for domestic household consumption. Even without this 
assumption, no special problem arises in (3) and (4) above since goods 
which are re-exported exert a negative effect in the multiplicand as 
part of autonomous imports. The one instance when exports must be 
explicitly modified for import-content is in that formulation of the 
multiplier (below) in which imports are considered to be a function of 
income with no autonomous element. And here it would probably be 
more appropriate to introduce autonomous imports into the model 
than to modify exports. Receipts from unilateral transfers also need 
not be adjusted for import leakages. They must, however, be adjusted 
for the savings leakage. 

We divide changes in exports into eAX, fAX, and gAX where eAX 
is immigrants’ remittances, fAX is unilateral government transfers, and 
gAX the remaining receipts on current account; e + f + g = 1. Let w 
represent the fraction of @mmigrants’ remittances which is spent on 
domestic goods in the first round. Let v represent the proportion of 
unilateral government aid which is spent on domestic goods and im- 
ports, some leakage occurring in the event that the entire amount of 
aid is not spent.*® Let w represent the fraction of gAX which is income- 
creating, some leakage occurring due to sales on capital account. 
< Now if we define ¢ t = eu + fv + gw which is normally less than 1 
and which is taken to be the proportion of the change in exports which 
is income-creating, the effect of changes in exports on national income 
is then modified as follows: 


tAx 
(7) AY = (AX + + +--+ = 


1-—c¢ 


With regard to imports, it is implicitly assumed in the “traditional” 
multiplier derivations that the elasticity of substitution between imports 


* International Monetary Fund, Balance of Payments Yearbook, Vol. IV (1950-51), 
p. 172. 
* Ibid., p. 157. 


” The imports are not viewed as a leakage from unilateral government aid since the 
negative income effect produced by them i is accounted for in the multiplicand as an auton- 
omous increase in imports. 
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and consumption of domestically produced goods and services is infi- 
nite, that is, any increase in autonomous imports is assumed to be 
accompanied by an equal downward shift in the propensity to consume 
domestically produced goods and services. It is only under this assump- 
tion that one is able to assume as Mz changes that AC. = 0 (an un- 
changed intercept of the consumption function) in the derivation of 
(4) above. The implicit assumption regarding substitution, an assump- 
tion which is highly restrictive and unrealistic, is also apparent in (6). 
It seems more appropriate to assume that an autonomous increase in 
imports may be accompanied by a decrease in expenditures on domesti- 
cally produced goods and a diminution in savings, This possibility can 
be incorporated explicitly into our analysis by reformulating in 
the following manner: 


—pAM. 
(8) 


1—c 


in which p is the proportion of imports which substitutes for domestic 
consumption. The “traditional” import effect on national income, 
shown in (6), is obtained front” (8) under the very special condition 
that » = 1, that is when an increase (decrease) in autonomous imports 
is accompanied by an equal decrease (increase) in consumption of 
domestically produced goods. The value of is likely to approach unity 
when the change in imports results from a change in the relative prices 
of identical commodities or close substitutes produced both at home 
and abroad. 

At the other extreme, if imports are financed entirely at the expense 
of savings (p = 0), changes in imports have no effect on national 
income."* In this instance, the import leakage simply substitutes for 
the saving leakage.*® A value of » which approaches zero might have 


"Two writers who appear to have made this assumption are L. A. Metzler, “A 
Multiple-Region Theory of Income and Trade,” Econometrica, Oct. 1950, 18, 329-54; 
and Hans Brems, “A Generalization of the Foreign Trade Multiplier,” Kyklos, 1956, 
IX (4), 475-82. Brems’ model is discussed below. Both of these writers assume that 
imports are a function of income. 

2 A possible difference between the two types of leakage is noted by S. C. Tsiang in 
a paper which includes, in the multiplier formulation, monetary factors such as changes 
in the quantity of money and in the interest rate (“Liquidity Preference and Loanable Funds 
Theories,” Am. Econ. Rev., Sept. 1956, XLVI, 539-64). He states (p. 562, fn. 37) that 
“_ . . the so-called ‘leakage’ due to imports would radically differ from the ‘leakage’ due 
to savings; for additional imports under an inflexible exchange rate system would 
automatically lead to an equal reduction in reserve money whereas induced savings would 
not.” 

Tsiang’s example as it is stated would seem to apply only to the extreme case. Reserve 
money would not flow out, for example, where importers own and draw down balances 
held in foreign banks; or where foreign exporters are content to accept payment in the 
form of building up bank balances in the importing country. 
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prevailed in many European nations after the war. Consider a nation 
with repressed inflation, demand backlogs, and import controls. Re- - 
move the import controls and the chances are that consumption will 
rise to almost the full extent of the increase in imports. 

Finally, it might be assumed that the saving-spending relationship 
in the economy is unaffected by changes in imports and that any in- 
crease in imports comes out of spending and saving in the old pro- 
portions. Another way of stating this is that » = c.** Under this 
condition, the effect on income of a change in autonomous imports 
would be: 


—cAM, 


(9) 


There seems to be no particular justification for assuming that (9) 
represents the general case. 
In the light of the above considerations we introduce 


(10) Ca = c¥ + Cua — Ma, 


a “domestic” consumption function incorporating allowance for 
an import substitution effect and in which Cad is the autonomous part 
of domestic consumption. Adding M, to both sides of this domestic 
consumption function yields the following function to explain total 
consumption: 


(11) C=C,.+cY 
with: 

(12) Ca = Coa + (1 — £)Ma. 
These relations plus the income identity, 

(13) Y=C+I1+X — Ma, 


represent a revision of the traditional model presented above.’ 
Changes in income are related to changes in autonomous factors in 
the present model by: 


+ AI + tAX — 


Equation (14) differs from (3) not only by the inclusion of the 
parameters ¢ and ~, but by the replacement in the multiplicand of 
AC. by ACa. Thus, while deriving (4) from (3) involved an un- 


*” This is analogous to the balanced-budget treatment of taxes (see section IY below). 
it was this formulation which originally suggested to us the use of our parameter, p. 

“The above model is used for comparability with our earlier one. A more straight- 
forward approach would have been to combine equation (10) with Y¥ =C,+J]-+ tX. 


(14) AY 


|| 
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realistic hidden assumption (p= 1), here no such assumption is 
involved and changes in income are related to changes in imports 
and exports, with ACa = AJ = 0, by: 
tAX — pAM, 
(15) AY = —————_-. 

If imports are partially induced and partially autonomous rather 

than wholly autonomous,” that is: 


(16) M=qY+M. 


equations (14) and (15) are changed slightly since now the total 
marginal propensity to consume is the sum of the marginal propensi- 
ties to consume domestic and imported goods, i.e., c = ca + g, whereas 
formerly, with no induced imports, c equalled ca. With (16) incorpo- 
rated into our model, the result paralleling (15) is:*® 


iAX — pAM, tdX — pAM, 
1—c+q 


A foreign-trade multiplier with imports entirely a function of in- 
come and only exports in the multiplicand has been popular with many 
economists in the past and is, in fact, still the typical textbook formula- 
tion.** The typical expression derived by these writers is: 


1 
1—ct+q 


(17) AY 


(18) AY AX. 


* It might appear at first glance that there is an asymmetry in having a substitution of 
imports for domestic consumption but no substitution of domestic consumption for 
imports. The latter might be introduced into (16) as follows: M=qY + M.—nCaa, 
where m is the proportion of domestic autonomous consumption which substitutes for 
imports. However, in the model presented above it does not matter whether changes in 
Cea come out of imports or savings since both are leakages. On the other hand, it obviously 
does matter whether changes in imports come out of savings or consumption since only 
savings are a leakage. Further, we limit ourselves to a consideration of just the substitu- 
tions among autonomous imports, consumption of domestically produced goods, and 
savings. An analogous treatment of induced imports is possible but would involve a 
reinterpretation of traditional parameters. The value of such a reinterpretation has not 
as yet been ascertained by the authors. 

** The conditions under which increases and decreases in Y result from changes in trade 
in this formulation are examined in section II below following our discussion of the 
balanced-trade multiplier. 

* For example, Colin Clark, The National Income of Australia (Sydney, 1938), p. 102; 
P. T. Ellsworth, The International Economy (New York, 1952), pp. 342 ff.; D. A. Snider, 
Introduction to International Economics (Homewood, Iil., 1954), pp. 223 ff.; Fritz 
Machlup, International Trade and the National Income Multiplier (Philadelphia, 1950), 
passim; T. Scitovsky, “The Theory of the Balance of Payments and the Problem of a 
Common European Currency,” Kyklos, 1957, X (1), 22. 
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In comparison, (17) with AM. = 0 is: 
l—ct+q 
Clearly the income-creating effects of an increase in exports is greater 
in the traditional formulation than in ours. Since ¢ is normally less 
than one, the numerator of (19) is less than that of (18). Furthermore, 


since no autonomous imports appear in the multiplicand, ¢ must be 
reduced in value to allow for the import-content of exports. 


(19) AY AX. 


tX+1 


Imports, Saving, Exports and Investment 


Z 


Ficure 1 


Equal increments of autonomous imports occurring in different 
ways may produce different changes in the equilibrium level of in- 
come. Consider, for example, an autonomous increase in imports as 
the result of an upward shift of the import function with slope un- 
changed, such as might be produced by a general lowering of tariffs, 
and an equal autonomous increase in imports resulting from an in- 
crease in the marginal propensity to import accompanied by an equal 
decrease in the marginal propensity to consume domestic goods, the 
intercept of the import function unchanged. The effects of these two 
changes on income are depicted in Figure 1 wherein AB repre- 
sents the initial equal increases in autonomous imports, i.e., AB 
= p(M.’ — Mz.) = Yo(q’ — q). In the case of the parallel shift of the 
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import function, income decreases from Yo to Y: while in the case of 
the increase in the marginal propensity to import (with the total margi- 
nal propensity to consume assumed unchanged), the change is from 
Yo to V2. The smaller change in the second instance is explained by 
the fact that as q increases under the condition stated above the value 
of the multiplier decreases, whereas in the former instance the value 
of the multiplier does not change. 


Il. The Balanced-Trade Multiplier 


Some of the issues discussed in Section I above have been considered 
in the literature in connection with the balanced-trade multiplier. We 
refer in particular to the brilliant article by Wolfg 18 as 
well as those by Polak and Haberler mentioned earlier. Unfortunately, 
none of these writers successfully incorporates his insights into the 
traditional multiplier formulation which is essentially algebraic.*® Since 
the literary tradition in this area is weak, the insights tend to be for- 
gotten and old errors and misinterpretations tend to persist. 

First, let it be clear that when we speak of a balanced-trade multi- 
plier, we refer to the effect on national income of equal increments of 
X and M. where M. can equal either M or M — qgY. Trade need not 
be balanced to begin with or after the multiplier has worked itself 
out, although what we have to say applies to balanced trade as a 
special case.”® In fact, if any part of imports is induced, then deficit 
(surplus) on current account will increase (decrease) via the opera- 
tion of the multiplier as income increases. Induced imports cannot 
be considered part of the multiplicand, of course, as a matter of defi- 
nition.™ 

The traditional view of the effect on national income of a balanced 


* Wolfgang Stolper, “The Volume of Foreign Trade and the Level of Income,” Quart. 
Jour. Econ., Feb. 1947, LXI, 285-310. 

“A partial exception to this statement is J. J. Polak’s An International Economic 
System (Chicago, 1953), p. 37, whose multiplier formulation came to our attention after 
this paper had been drafted. Like many writers, Polak considers imports to be a function 
of relative prices as well as of income. Unlike the others, however, he has a factor, similar 
to our p, to take account of the degree of substitution between imports and consumption 
as a result of relative price changes of domestic goods and imports. Our parameter ? is 
completely general, however, and based on the assumption that any change in imports 
(whether due to changes in relative prices, tastes, removal or introduction of import 
controls, exhaustion of resources, changes in technology, or what have you) will impinge 
on both savings and domestic consumption. 

*In the balanced-budget case, this is equivalent to asking: what is the effect of 
increasing receipts and expenditures simultaneously by $10 billion starting from initial 
surplus or deficit? Those who speak of the balanced-budget theorem in terms of total 
budgetary receipts and expenditures always assume that there is no government sector 
when an equal increase in receipts and expenditures is introduced. Put this way, the 
total budget is identical with the increment. However, it is the equality of increments 
which is crucial to the analysis, not the balancing of totals. 

™ We admit the difficulty of separating statistically induced from autonomous changes 
in imports, 
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increase in trade is based upon applications of equation (4).?* From 
this equation it would be deduced that a balanced increase or decrease 
in trade would leave income unaffected. Haberler, for example, argued 
17 years ago that only a trade surplus is stimulating and that parallel 
increases in exports and imports are “neutral.”** In 1947, in their 
“A Restatement,” Polak and Haberler take an only slightly different 
stand substituting for the word “neutral,” the phrase “nothing can be 
stated in general” and qualifying the phrase with Stolper’s insights.” 
Stolper’s argument is summed up in his own words as follows:” 


. . . A simultaneous increase in imports and exports will have an expan- 
sionary effect if it is not offset by downward changes in the average 
propensity to consume domestic goods. . . . The best way to describe the 
effects of trade balances is by means of the marginal propensity to import. 
The best way of describing the effect of the volume of trade as distinct 
from the trade balance is by means of the average propensity to spend. 
For a discussion of the full effects of foreign trade on national income, 
both average and marginal propensities have to be considered, just as in 
the ordinary multiplier discussion, not only the slope of the consumption 
function is important but also its height and shifts . . . 


Stolper believes that balanced increases in trade will cause the average 
propensity to spend to shift upward particularly in cases where it 
had previously been artificially depressed through exchange controls, 
quotas, and other such devices.” 

The argument is illustrated by assuming that a tariff has been 
levied which leads to a balanced decrease of both imports and ex- 


ports.” The balanced change can have the following effects: (1) In-: 


creases income if the nation levying the tariff substitutes domestic 
goods for foreign goods fully and substitutes consumption of domestic 
goods for savings. (2) Leaves income unchanged if domestic goods are 
substituted for foreign goods but there is no substitution between 
savings and foreign and domestic goods. (3) Decreases income if 
domestic goods are not substituted for foreign goods completely but 
instead savings are substituted in part for imports. 


* Where there are induced imports, the multiplier would be: 
1 
i—c+q 
* Gottfried Haberler, Prosperity and Depression (Geneva, 1941), p. 468. It should be 
pointed out that Haberler qualifies this statement in the text. 
* Haberler and Polak, of. cit., p. 907. 
* Stolper, op. cit., p. 309. 
* Ibid., p. 288. 


* Ibid., pp. 297 ff. Stolper also considers the effect of an export surplus resulting from 
the levy of a tariff. See below, p. 84. 
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These three cases can be conveniently analyzed in terms of a 
modified equation (14) eliminating from the numerator the parameter 
t which Stolper doesn’t consider. Since both exports and imports de- 
cline, the numerator (multiplicand) changes sign becoming: pAMa — 
AX. Let us look first at case (2) in which there is perfect substituta- 
bility between domestic and imported goods. In our terms this is 
equivalent to saying that p = 1, and the multiplicand is 0. Case (3) 
is the most likely one. Domestic consumption doesn’t rise to the full 
extent of the decline in imports, hence savings rise.* Here p < 1, the 
multiplicand is negative and income falls. Case (1) assumes that 
p > 1 because not only does the increase in consumption of domestic 
goods substitute completely for the drop in imports, it rises at the 
expense of savings as well. Under these unrealistic conditions, income 
rises as a result of a decline in trade. Stolper considers this case im- 
probable and in fact it is clearly against his own view (see above, 
p. 82) that the average propensity to consume is expected to rise, 
not decline, as a result of a balanced rise in trade. 

Stolper sums up the results in these three cases (p. 298) as depending 
on the relative extent of changes in the average propensity to consume 
and level of exports.<It is obvious that the shift in the average pro- 
pensity to consume referred to is accounted for by the introduction 
of the parameter ~. This may be easier to visualize from the con- 
sumption equations (10) and (12) above. 

The impact of a balanced change in trade can be analyzed more 
generally as follows: since the increments of X and M are assumed 
equal, the change in income where imports are wholly autonomous 
is indicated by the equation 


t _ 

(20) ay = ax 

and where imports are partly autonomous and partly induced, 
(t — ) 

21 AY = AX ————. 

(21) 


In terms of (20),”° a balanced-trade multiplier of unity correspond- 
ing to the traditional balanced-budget multiplier, occurs under the 
special conditions that ¢ — = 1 — c. If there were no export leakage 
(¢ = 1), then the unit multiplier would result if p = c. When ¢ < 1, 
c must be correspondingly greater than ~ for the multiplier to be 1. 

**Stolper makes the interesting point that the rise in savings due to the decline in 
imports may be offset in part by the decline in real savings due to the decline in income 
(cf. pp. 298-99). 

* Modification of this paragraph for the formulation of (21) is left to the reader, 
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A multiplier of greater than unity results if ¢ — p > 1 — c, and less 
than unity if ¢— p~<1-—c. If p>#, the multiplier is negative; if 
p = t, the multiplier is zero—this being the “traditional” assumption. 
Haberler and Polak in their series of three articles, while holding to 
indeterminacy in the balanced-trade case, appear to maintain an un- 
ambiguous attitude toward unbalanced changes in trade. There is 
nothing in their presentation to indicate that they have any doubts 
but that if the increase in exports is greater than the increase in im- 
ports, income will rise, and that if the reverse is true, income will fall. 
If the “special circumstances” argument which renders the balanced- 
trade case indeterminate is well taken, and we believe it is, then these 
same circumstances must render the cases of unbalanced changes also 
indeterminate,” though of course the larger the export surplus (im- 
ort surplus) the greater the possibility of an increase (decrease) in 
come as a result. 
Stolper admits the indeterminacy of the unbalanced-trade multiplier 
_nd presents several illustrations. He says, for example (p. 296), that 
“If the export surplus comes about through a fall in imports, with 
exports unchanged, it will have a stimulating effect only if the average 
propensity to consume domestic goods is increased.” In terms of 
equations (15) and (17) Stolper can be interpreted as saying that 
there has been a decline in AM., AX remaining unchanged (hence in 
the multiplicand we have: + AM.) and that this will have a stimu- 
lating effect on income if p > 0. In his second case (p. 297) he states 
that “If the export surplus is due to the fact that imports are falling 
faster than exports, it will have an expansionary effect only if the 
average propensity to consume domestic goods rises faster than exports 
fall. . . .” This can be interpreted to mean that an expansionary effect 
will occur if pAM. > AX. This is obvious from (15) which, after 
changing signs for the decline in trade, has a multiplicand, pAM. —AX. 
Finally Stolper argues that “Only if the export surplus arises because 
exports increase with imports increasing less or remaining constant 
is it unnecessary for the average propensity to consume domestic goods 
to increase in order to achieve an expansionary effect.” In other words, 
if AX >AM,, there will be an expansion even if = 1..In all of these 
examples, Stolper’s results would have to be modified for export leak- 
ages. Thus in the last case mentioned, for an expansionary effect to 
resilt, it would not be sufficient for AX > AMz, rather it would be 
necessary for 


t AM. 


p AX 
“This point was made to one of the authors in 1948 by Mathilda Holzman. 
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From equation (15) or (17), the effects on Y of unbalanced changes 
in trade can be generalized as in Table I. 


I 


Direction of Change in Income 


Change in Trade |— 

Increase No Change Decrease 
t AM, t AM, t AMs, 

Expansion 
p Ax p AX AX 
t AM, t AM, t AM, 

Contraction —< 
AX p AX p AX 


The direction of effects of balanced changes in trade derive as a special 
case when the fraction on the right side of each of the above equations 
(and inequalities) reduces to unity (AM. = AX). 

While our multiplier formulation clarifies a number of previous 
studies in addition to Stolper’s in the international trade field, we shall 
confine ourselves to one more—Svend Laursen and Lloyd Metzler’s 
well-known “Flexible Exchange Rates and the Theory of Employ- 


— 


ment.”*' In the traditional theory it had been argued that flexible ex- 
change rates insulated a nation from foreign cyclical fluctuations. The 
argument ran that since Y = C + J + X — M, and since flexible ex- 
change rates keep X = M, then in effect Y = C +J/, as X and M 
cancel out. Thus, under flexible exchange rates, domestic income is not 
affected by foreign fluctuations operating through the trade balance. 
Laursen and Metzler pointed out that this traditional argument assumes 
implicitly that changes in imports due to changes in the exchange rate 
are always exactly counterbalanced by changes in the reverse direction 
in domestic spending; and that this is not so because of the price and 
income effects associated with changes in the terms of trade.” 

These effects are conveniently summarized by the introduction of 
our parameter ; recognition of export leakages represented by ¢ would 
have further refined the analysis. Our formulation indicates that a bal- 
anced-trade policy implemented by flexible exchange rates or any other 
technique will insulate the domestic economy only if ¢ = p. If ¢ > p, 
balanced trade will be employment-creating, if ¢ < p, Gefiationary._, 


* Rev. Econ. Stat., Nov. 1950, XXXII, 281-99. 
* As we have already seen, these points had already been made in another context by 
Stolper, and the authors cite him. Their need to repeat Stolper’s arguments is due, in 
our opinion, to the fact that the multiplier formula had not been formally modified to 


incorporate them. 
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Under the traditional formulation (or whenever ¢ = p), the same policy 
—a balanced-trade policy—will be effective both in maintaining inter- 
national reserves at a stable level and in insulating the economy from 
income fluctuations abroad. Clearly, only the first of these objectives is 
achieved when ¢ p.** 


Ill. The Repercussion Multiplier 


In this section we shall reformulate the repercussion squltiplier®™* to 
incorporate explicitly export leakages and substitution effects. We con- 
sider the following two-country model: 


Country 1 Country 2 
(22) (22!) M2 
(23) (23’) po) me 
(24) Yitm (24’) M2=42V2+me 
(25) (25’) X2=M, 


All symbols are defined as above with the exception of A: and A» 
which represent autonomous elements in consumption of domes- 
tically produced goods, (heretofore Caz) and m,: and mz the auton- 
omous parts of imports, (heretofore M.) in countries 1 and 2 respec- 
tively. Investment in both countries is assumed wholly autonomous. 
Equations (25) and (25’) state that the exports of one country are the 
other country’s imports. 

To consider the repercussions of a change in country 2’s autonomous 
imports on country 1’s income, it is necessary to differentiate the fol- 
lowing expression for Y:, obtained from equations (22) to (25) and 
(22’) and (25’), with respect to m2: 


(Ai+hi— pim+hme) (1 —co+ ge) +hge(A2t pome+tem) 

Differentiation with respect to m2 yields the repercussion multiplier :* 

dY, {1 — c+ — 

dX, (1—a+taq)(1 — c+ gq) — hhqqe 


It will be noted that repercussions of an autonomous change in country 
2’s imports (and thus country 1’s exports) will be greater the larger 


* We abstract, as do Laursen and Metzler, from capital flows. We should also add that 
our summary of their position does not do justice to the complexity of their argument. 
See also the criticism of their paper by W. H. White and their “Reply” both in Rev. 
Econ. Stat., May 1954, XXXVI, 225-29. 

“For prior discussion of the repercussion multiplier, see C. P. Kindleberger, op. cit., 
pp. 171-180, and the sources cited therein. 

* Note that the denominators of (26) and (27) are positive since 1— c; is the marginal 
propensity to save which we assume larger than zero. Therefore 


4% > tigi, fori = 1,2, 


(26) 


(27) 


HOLZMAN AND ZELLNER: MULTIPLIERS 87 


are the values of the parameters ¢; and ¢2 and the smaller the values of 
p: and 2. That is, the less important are export leakages and the substi- 
tution of imports for domestically produced goods, the greater will be 
the repercussion multiplier. 

Our formulation of the repercussion multiplier “reduces” to that de- 
rived by Kindleberger (0. cit., p. 180) if it be assumed that there are 
no export leakages (t: = t2 = 1) and that there is complete substitution 
of imports for domestically produced goods (f: = f2 = 1), two as- 
sumptions which we regard as highly tenuous. On the other hand, if it 
be assumed that there are no export leakages and no substitution effects 
(fp: = p2 = 0), our model becomes identical to one considered by 
Brems* (except that Brems does not include autonomous elements in 
consumption and imports). 


IV. The Balanced-Budget Multiplier 


Baumol and Peston in their recent paper on the balanced-budget 
multiplier*’ give the impression that there is considerable difference 
between the balanced-budget and balanced-trade multipliers. They 
state: 


. .. It might be thought (as we did) that an equal change in imports and 
exports will also have a unit multiplier effect. But this is not so because, 
while a governmental balanced budget purchase will (at least initially) 
reduce the excess supply of goods available to the private sector, imports 
will increase the supplies by just the amount they are decreased by the 
change in exports.** 
There are differences between the two multipliers as we shall indicate 
below, but these are not contained in the above statement which, in our 
opinion, is in error. The unit balanced-budget multiplier is derived as 
follows. Assume equal and simultaneous increases in government ex- 
penditure, AG, and taxes, AT. The multiplier effects of AG and AT, 
respectively, are indicated as the sums of the following series: 


AG 
1-—c¢ 


AT 
(29) —cAT — PAT — GAT —--- = 1 + AT. 
Substituting AG for AT (since they are assumed equal) in (29) and 
subtracting gives: 


(30) AY = AG. 


*Brems, op. cit., recognizes that the omission of substitution effects is a deficiency of 
his model. 


*W. J. Baumol and M. H. Peston, “More on the Multiplier Effects of a Balanced 
Budget,” Am. Econ. Rev., March 1955, XLV, 140-48. 


* Ibid., p. 141, fn. 4. 


(28) AG + cAG + PAG + GAG +--- = 
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Now the unit multiplier results from this formulation because it is 
assumed that AG represents a 100 per cent increase in effective demand 
in the first round whereas taxes do not reduce effective demand in the 
first round to the extent that they come out of savings but only when 
they substitute for consumption. Thus, according to Baumol and Pes- 
ton, the excess supply of goods available to the privaie sector is (“at 
least initially”) reduced. A clearer way of stating this would be: there 
is a net increase in demand relative to supply due to the fact that AG 
exceeds cAT and this creates a temporary shortage of goods, and an 
increase in national income (equal to AG). 

Turning to the balanced-trade multiplier, let us first reinterpret 
Baumol and Peston’s statement that “. . . imports will increase supplies 
by just the amount they are decreased by the change in exports . . .” to 
read “imports will reduce demand by just the amount it is increased by 
the change in exports.’”*® It now becomes clear that they are thinking of 
the foreign-trade multiplier in terms of the “traditional” formulation of 
equation (4) above. In Baumol and Peston’s terms, AX involves an 
increase in demand* just like AG but whereas AT is not a net reduc- 
tion from AG, AM is assumed to be a net reduction from AX. As we 
have shown, however, an increase in M will not usually be matched by 
a 100 per cent reduction of domestic consumption expenditures but will 
impinge on savings and:other leakages (taxes) as well. In the special 
case where p = c, the balanced-trade multiplier will be unity just like 
the “traditional” balanced-budget multiplier. Thus there is nothing in- 
herent in the nature of the balanced-trade multiplier problem which 
precludes a multiplier value of one; it does, however, represent the 
same sort of very special case as that deduced for the balanced-budget 
multiplier by Baumol and Peston. 

It is apparent then that the balanced-budget and balanced-trade mul- 
tipliers differ only in that they are applied to different kinds of equal 
changes and in that they involve different leakage parameters. For ex- 
ample, in comparing government expenditures and exports, it seems 
highly likely that a greater proportion of the former than of the latter 


* A more accurate, but ponderous, way of restating this is: “an increase in imports 
will‘reduce the demand for domestic goods by an amount equal to the increase in exports 
(which increase is assumed equal to the increase in imports).” 

“It should be noted that Baumol and Peston define E as the net income-creating 
government expenditures exclusive of transfers, purchases on capital account, etc. Our G 
can be transformed into their Z by (in their terms) multiplying it by (1— k) where & is 
“the proportion of tax not being added to income-creating expenditures” (op. cit., p. 145). 
It would be more accurate to view both AX and AG as net of leakages, i.e., as tAX and 
(1— &) AG in our terms; in their brief footnote, Baumol and Peston do not extend the 
concept of government-expenditure leakages to exports. 
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will involve a leakage in the form of sales on capital account, e.g., land 
and buildings.** 

Baumol and Peston define their G (or Z) as “income-creating expen- 
ditures” and exclude from it all leakages including sales on capital ac- 
count and government transfer payments. While the exclusion of sales 
on capital account would appear to be legitimate (in the usual multi- 
plier formulation which ignores monetary effects) ,*? government trans- 
fer payments should be included in a manner similar to our treatment 
of immigrants’ remittances. That is to say, transfer payments, while 
not constituting 100 per cent effective demand as do government pur- 
chases of final output and services, do re-enter the income stream after 
the first round, modified for leakages in the form of savings, imports, 
and so forth. Had Baumol and Peston deducted payments from taxes 
as well as expenditures, their treatment on the expenditure side would 
be legitimate—but this they do not do. Even so, it would probably be 
better to include the amount of the transfer expenditure “gross” in both 
taxes and expenditures, since the propensity to spend of recipients of 
transfers probably differs from that of payers of transfers (the average 
taxpayer). 

This brings us to Baumol and Peston’s treatment of taxes. They 
correctly point out that the extent to which taxes will reduce consump- 
tion depends on the type of tax levied. For example, a tax on consump- 
tion “. . . may encourage saving at the expense of consumption . . .”** 
whereas taxes on savings or capital levies will encourage consumption 
at the expense of savings “. . . as people rush out to increase their con- 
sumption in an effort to avoid the taxes. . . .”“* Other examples are given 
as well. Since the taxpaying class in the population differs from the 
class of consumers, the initial impact of the tax program on the spend- 
ing-saving ratio will differ from subsequent effects. In a country like 
the United States where a highly progressive income tax predominates, 
the marginal propensity to consume of the average taxpayer is likely to 
be somewhat less than that of the average person (household) since 
only the latter category includes all those families with incomes too 
low to have to pay income taxes. It would seem more appropriate there- 
fore, to treat taxes as we have treated imports, viz. assume that in the 
first round taxes reduce spending by some unspecified parameter, ‘say 
p’, rather than by c, and to replace (29) by: 


(31) — p'cAT — p’?AT — p’PAT = 


* Ibid., pp. 143-144. 

“Certainly Tsiang’s analysis (see fn. 12) should be extended to cover the cases under 
discussion. 

* Op. cit., p. 143. “Loc. cit. 
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Letting 2’ be the expenditure leakage,“ we have: 
(1 — + c(1 — + (1 — + A(1 — +: 
(32) _ (1 — 
1—c 
From these two equations we derive the change in income: “° 


(1—k) — 9’ 
= AG = ——————-A 


(33) AY 6. 


Our multiplier will tend to be greater than Baumol and Peston’s for 
two reasons: on the expenditure side Baumol and Peston neglect the 
stimulating effect of transfer expenditures; on the tax side, they neglect 
the difference in marginal propensities to spend of taxpayers and the 
total population. Our multiplier, 


1-W+P) 


s 1-—¢ 


compares“ with their 1 — &/s. 


* Our k’ would be less than Baumol and Peston’s & because of their failure, as noted 
above, to take account of the stimulating effect of transfer payments in the second round. 
As in the case of t, we use k’ to represent a combination of parameters. 

“ s represents all leakages other than those represented by k’ and 9’. 

“Tt is interesting to compare the conditions under which the two multipliers give 
similar values: 

Value of Multiplier >1 =1 <1 =0 negative 
Baumol and Peston s negative k=0 k<s k=s k>s 
(i.e.,c >1);k 
HolzmanandZellner +p’ <c k’'+p'’=c k’'+p'>c p'=1 &+p'>I1and 
0<c¢<1j;or 
c>1 and 
7’<1 
The Baumol-Peston formulation tends to suggest multipliers of less than unity and perhaps 
even zero or negative. (Their statement, op. cit., p. 146, that “multipliers considerably 
greater than unity . . . are by no means out of the question” would seem to be in error 
since a multiplier greater than one would involve a marginal propensity to spend on 
domestic goods of greater than unity.) This is due to their feeling that the marginal 
propensity to leak of the government (k) may be of the same order of magnitude or 
even greater than that of the population. A negative multiplier seems most unlikely in 
our formulation since neither condition is likely to be fulfilled: c is hardly likely to be 
greater than 1; further, p’, the marginal propensity of taxpayers to reduce consumption, 
will be less than c, and k’ will be less than Baumol and Peston’s k because of their failure 
to take account of the stimulating effect of transfers in the second round. For similar 
reasons, multipliers of unity or greater than unity would not seem to be excludable a 
priori in our formulation; in theirs, a multiplier of 1 would seem to be the reasonable 
upper limit. It should be noted that in their reply to Hansen, the authors reformulate 
their multiplier in such a way that multipliers greater than 1 appear possible. (“Reply,” 
Am. Econ. Rev., March 1956, XLVI, 160-62.) But this is for a reason over and above those 
mentioned here. 
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A final point on taxes. It seems to us that taxes should not be con- 
sidered to be only autonomously determined and that to the list of leak- 
ages (the propensities to “save, import, and purchase items not cur- 
rently produced or replaced”) there should be added the propensity to 
pay taxes.** 

In conclusion, we should like to point out that our criticisms of the 
Baumol and Peston article, while in our opinion worth taking into ac- 
count in a theoretical formulation of the balanced-budget multiplier, do 
not in any way invalidate the central point of their article: that the 
actual multiplier effect of a balanced-budgetary change is not unity but 
depends on the relative receipts and expenditure leakages. 

“Cf. A. H. Hansen, “Comment,” Am. Econ. Rev., March 1956, XLVI, 157-60. 
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THE CLAYTON ACT: SLEEPING GIANT OF ANTITRUST? 
By Ropert W. HARBESON* 


Thus, over 40 years after the enactment of the Clayton Act, it now be- 
comes apparent for the first time that Section 7 has been a sleeping 
giant all along. Every corporation which has acquired a stock interest 
in another corporation after the enactment of the Clayton Act in 1914, 
and which has had business dealings with that corporatior is exposed, 
retroactively, to the bite of the newly discovered teeth of Section 7.* 


The foregoing passage from the minority opinion of the United States 
Supreme Court in United States v. E. I. du Pont de Nemours and Com- 
pany et al., handed down June 3, 1957, suggests the great legal and eco- 
nomic significance which at least some members of the Court attach to 
this decision. A similar view has been widely echoed in the business and 
financial press. For example, Fortune comments editorially that the de- 
cision is “potentially the most important antitrust development since 
Justice Edward Douglass White enunciated the ‘rule of reason’ in the 
Standard Oil Case in 1911.”* The important word in this statement is 
“potentially”; without minimizing the importance of the increased 
scope which this decision gives to the antitrust laws it seems likely that 
the unanswered questions which it raises and the uncertainties which 
it creates may be of equal if not greater significance. 

In the du Pont decision the Supreme Court held, 4 to 2, that the 
purchase by du Pont in 1917-19 of a 23 per cent stock interest in Gen- 
eral Motors violated Section 7 of the Clayton Act, in that through this 
purchase “du Pont intended to obtain, and did obtain, an illegal prefer- 
ence over its competitors in the sale to General Motors of its products, 
and a further illegal preference in the development of chemical dis- 
coveries made by General Motors.”* The proceeding began in June 
1949 as a civil action in the United States District Court for the North- 
ern District of Illinois, the government charging that du Pont’s stock 
ownership in General Motors violated both Sections 1 and 2 of the 
Sherman Act and Section 7 of the Clayton Act. The government’s com- 
plaint named, in addition to du Pont and General Motors, two holding 
companies owning large blocks of du Pont and General Motors stock— 


* The author is professor of economics at the University of Illinois. 

*U. S. v. E. 1. du Pont de Nemours and Co. et al., 353 U.S. 586 (1957), at p. 611; 
hereafter cited as U.S. v. du Pont. 
? “Brennan on Bigness,” Fortune, July 1957, LVI, 91. 
* U.S. v. du Pont, p. 608. 
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Christiana Securities Company and Delaware Realty and Investment 
Corporation—and also the Wilmington Trust Company, United States 
Rubber Company, and members of the du Pont family. 

Judge La Buy dismissed the government’s complaint, holding that du 
Pont did not control General Motors, that there had been no limitation 
or restraint upon General Motors’ freedom to deal with competitors of 
du Pont or to develop its chemical discoveries, and that there was no 
basis for a finding that there was or had been any reasonable proba- 
bility of an illegal restraint within the meaning of the Clayton Act.‘ 
The government appealed despite the fact that, reportedly, government 
attorneys felt that the District Court’s decision was “airtight.”*> How- 
ever, in appealing, the government limited the complaint to du Pont, 
General Motors, and the two holding companies mentioned above. The 
appeal, like the original compleint, charged violations both of Sections 
1 and 2 of the Sherman Act and Section 7 of the Clayton Act, but the 
latter apparently was included only as an afterthought or make-weight; 
according to Justice Burton the government referred to it only in the 
closing pages of its brief and for a few minutes in its oral argument. 
Nevertheless the majority of the Supreme Court rested its decision 
solely on the ground that a violation of Section 7 of the Clayton Act 
was involved.* The decision of the District Court was reversed and the 
case remanded to it for determination, after further hearing, of the 
equitable relief necessary and appropriate to eliminate the effects of 
the unlawful stock acquisition involved. 

In reaching the foregoing conclusion the majority of the Supreme 
Court extended the scope of the Clayton Act in three ways. First, it 
was held that Section 7, even prior to the Celler amendments of 1950, 
covered vertical as well as horizontal acquisitions of stock; that is, 
acquisitions of stock of customer or supplier companies as well as stock 
of competitors. In the Court’s words, “any acquisition by one corpora- 
tion of all or any part of the stock of another corporation, competitor 
or not, is within the reach of the section whenever the reasonable likeli- 
hood appears that the acquisition will result in a restraint of commerce 
or in the creation of a monopoly of any line of commerce.” Prior to 
the present decision Section 7 in its original form had, except in one 


*US.v. E.1.du Pont de Nemours and Co. et al., 126 F. Supp. 235 (1954). 

* “The Bite of the G. M. Decision,” Business Week, June 8, 1957, p. 42. 

*The relevant portion of Section 7 in its original form reads as follows: “That no 
corporation engaged in commerce shall acquire, directly or indirectly, the whole or any part 
of the stock or other share capital of another corporation engaged also in commerce where 
the effect of such acquisition may be to substantially lessen competition between the 
corporation whose stock is so acquired and the corporation making the acquisition or to 
restrain such commerce in any section or community or tend to create a monopoly of any 
line of commerce.” 

7U.S. v. du Pont, p. 592. 
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instance, been applied only to horizontal acquisitions;* the 1950 amend- 
ments made it clear that all kinds of acquisitions and mergers, vertical 
and conglomerate as well as horizontal, were covered; but the present 
case was governed by the Clayton Act in its pre-1950 form. 

Second, it was held that, although prior cases under Section 7 were 
brought at or near the time of the stock acquisition involved, this fact 
does not mean that the government is foreclosed from bringing an 
action at any time when a threat of substantial lessening of competition 
or restraint or monopoly of any line of commerce is evident. The Court 
pointed out that the purpose of the Clayton Act was to arrest the fore- 
going tendencies in their incipiency and that: “ ‘Incipiency’ in this con- 
text denotes not the time the stock was acquired, but any time when 
the acquisition threatens to ripen into a prohibited effect. . . . To ac- 
complish the congressional aim, the Government may proceed at any 
time that an acquisition may be said with reasonable probability to 
contain a threat that it may lead to a restraint of commerce or tend to 
create a monopoly of a line of commerce.”” In the present case the suit 
was brought 30 years after the stock acquisition involved took place. 

Third, the relevant market for purposes of determining whether there 
had been a substantial lessening of competition as a result of the stock 
acquisition in question was held to be the market for automobile finishes 
and fabrics and not the entire industrial market for finishes and fabrics 
of all sorts. The Court held that “automotive finishes and fabrics have 
sufficient peculiar characteristics and uses to constitute them products 
sufficiently distinct from all other finishes and fabrics to make them a 
‘line of commerce’ within the meaning of the Clayton Act.”*° It was 
noted that General Motors accounted for upwards of two-fifths of the 
total sales of automotive vehicles in the United States and that in 1946 
and 1947 du Pont supplied approximately two-thirds of General 
Motors’ requirements for finishes and 40 to 50 per cent of its require- 
ments for fabrics. Hence the requirements for establishing a violation 
of Section 7, namely, that the market involved be “substantial” and 
that the firm involved supply a “substantial” part of that market, were 
satisfied. 

This holding stands in sharp contrast to that in the Cellophane" case 
a year earlier, in which du Pont was held not to have violated the Sher- 

*Prior to 1950 there was one lower-court decision arising out of a private treble- 


damage suit which held that Section 7 covered vertical stock acquisitions. Ronald Fabrics 
Co. v. Verney Brunswick Mills, Inc.,C C H Trade Cases 57514 (D.C. S.D. N.Y., 1946). 

*U.S. v. du Pont, p. 597. 

* Ibid., pp. 593-94. 

"US. v. E. 1. du Pont de Nemours and Co., 351 U.S. 377 (1956). See also G. W. Stock- 
ing and W. F. Mueller, “The Cellophane Case and the New Competition,’ Am. Econ. 
Rev., March 1955, XLV, 29-63. 
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man Act despite the fact that it was one of only two producers of cello- 
phane and accounted for 75 per cent of the output of that commodity. 
It was held that the relevant market was not that for cellophane but for 
all flexible wrapping materials and that cellophane’s 17.9 per cent share 
of the latter market was too small to sustain a finding that du Pont was 
guilty of monopolizing within the meaning of Section 2 of the Sherman 
Act. 

In addition to the foregoing specific findings the Court by implica- 
tion made two further points. First, the percentage of stock ownership 
necessary to establish control may be substantially less than a major- 
ity. Under the circumstances of the present case du Pont’s 23 per cent 
ownership in General Motors was found to be sufficient to establish 
control. Second, while it must be shown that a vertical stock acquisi- 
tion results in excluding competitors from a “substantial” share of the 
relevant market in order to establish a violation of Section 7 it is not 
necessary that they be completely excluded. In the present case compet- 
itors of du Pont supplied a substantial share of General Motor’s re- 
quirements for finishes and fabrics and the bulk of its requirements for 
a number of other products which could have been secured from du 
Pont. As with the definition of the relevant market, the significance of 
the foregoing features of the present decision will depend upon future 
interpretations. 

The Court also found it necessary to demonstrate that du Pont’s 
commanding position as supplier of finishes and fabrics to General 
Motors was not achieved on competitive merit alone but resulted from 
the elimination of competitive suppliers consequent upon du Pont’s 
stock acquisition. In support of its conclusion the Court reviewed the 
circumstances antecedent to the acquisition and documents purporting 
to show du Pont’s purpose in making the acquisition. Some years prior to 
the acquisition of the General Motors stock the du Pont Company, long 
dominant in the manufacture of military and commercial explosives, 
had decided to expand its business into other fields. The desirability of 
this step was emphasized by the decision in 1908 of the United States 
to construct and operate plants to supply explosives for the armed 
forces. A search for other uses of nitrocellulose, the principal raw ma- 
terial used in the manufacture of smokeless powder, revealed outlets in 
the manufacture of lacquers, celluloid, artificial leather, and artificial 
silk. Expansion into these fields by du Pont was begun by the purchase 
in 1910 of the Fabrikoid Company, then the largest manufacturer of 
artificial leather. The expansion program was barely started, however, 
when the first world war intervened and made it necessary for du Pont 
greatly to enlarge its facilities for producing explosives. The need to 
find post-war uses for these enlarged facilities stimulated du Pont to 
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continue its expansion program into other fields during the war years, 
$90 million being set aside for this purpose. 

The trial court found evidence that at or near the time of du Pont’s 
purchase of General Motors stock officials of du Pont were well aware 
that the latter was a large consumer of some of the commodities which 
their organization was producing in increasing quantities. John J. Ras- 
kob, then treasurer of du Pont, apparently was the principal promotor 
of the idea that his company should make an investment in General 
Motors in order to insure that it would supply a predominant share of 
the latter’s requirements for finishes, fabrics, and other products. He 
was supported in this view by Pierre S. du Pont, then president of the 
du Pont Company, who had acquired personal holdings of General 
Motors stock in 1914, and by William C. Durant, founder and, for 
some time, president of General Motors. Two circumstances facilitated 
the eventual purchase of General Motors stock by du Pont. First, when 
Durant and the banking interests controlling General Motors dead- 
locked on the choice of a Board of Directors in 1915 they resolved the 
deadlock by agreeing to name Pierre S. du Pont chairman of the Gen- 
eral Motors Board, and to make Pierre du Pont, Raskob, and two 
nominees of Pierre du Pont neutral directors. Second, $50 million of du 
Pont’s $90 million expansion fund was still in hand. The first block of 
General Motors stock was purchased by du Pont in 1917. In recom- 
mending this purchase to the du Pont Finance Committee Raskob said 
that “Our interest in the General Motors Company will undoubtedly 
secure for us the entire Fabrikoid, Pyralin [celluloid], paint and var- 
nish business of those companies, which is a substantial factor.”** Du 
Pont’s annual reports to its stockholders in 1917 and 1918 likewise 
emphasized that the purchase would result in the company obtaining a 
new and substantial market for its products. In view of the foregoing 
evidence the majority of the Supreme Court felt that there was no basis 
for concluding that the acquisition could qualify for Section 7’s exemp- 
tion of purchases made “solely for investment.” 

Immediately after the stock acquisition J. A. Haskell, du Pont’s sales 
manager and vice president, became General Motors’ vice president in 
charge of the operations committee, and documentary evidence re- 
vealed his intention to pave the way for more general adoption of du 
Pont products. In the Court’s words: 

Haskell set up lines of communication within General Motors to be in a 

position to know at all times what du Pont products and what products 


of du Pont competitors were being used. It is not pure imagination to 
suppose that such surveillance from that source made an impressive im- 


* Quoted in U.S. v. du Pont, p. 602. 
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pact upon purchasing officials. It would be understandably difficult for 
them not to interpret it as meaning that a preference was to be given to 
du Pont products. Haskell also actively pushed the program to substitute 
Fabrikoid artificial leathers for genuine leather and sponsored use of 
du Pont Pyralin sheeting through a liaison arrangement set up between 
himself and the du Pont sales organization.** 


The Court concluded that whereas prior to the stock acquisition du 
Pont’s sales to General Motors were relatively insignificant, as a result 
of the foregoing activities “du Pont quickly swept into a commanding 
lead over its competitors, who were never afterwards in serious con- 
tention.”** By 1921, 4 of General Motors’ 8 operating divisions bought 
from du Pont their entire requirements of paints and varnishes; 5, their 
entire requirements of Fabrikoid; 4, their entire requirements of 
rubber cloth; and 7, their entire requirements of Pyralin. The Fisher 
Body division for many years refused to use du Pont products. The 
explanation probably is that when General Motors acquired the Fisher 
Body Company a voting trust was established which gave the Fisher 
brothers more autonomy in the management of the business than was 
enjoyed by the other operating divisions and enabled them to with- 
stand efforts of high-ranking du Pont and General Motors executives 
to induce them to switch to du Pont from their accustomed sources of 
supply. 

The Court conceded that “Competitors did obtain higher percentages 
of the General Motors business in later years although never high 
enough at any time substantially to affect the dollar amount of du 
Pont’s sales.”*’ It also conceded that “considerations of price, quality 
and service (of the products concerned) were not overlooked by either 
du Pont or General Motors” but held that the wisdom of this business 
judgment could not obscure the fact “plainly revealed by the record, 
that du Pont purposely employed its stock to entrench itself as a pri- 
mary supplier of General Motors’ requirements for automotive finishes 
and fabrics.’”** Finally, the fact that the executives of both companies 
acted fairly and on the basis of honest conviction concerning the best 
interests of their respective companies, without any attempt to over- 
reach du Pont’s competitors or anyone else, was dismissed as irrelevant 
on the ground that it was not necessary to show intent to restrain com- 
petition or to create a monopoly in order to prove a violation of Sec- 
tion 7. 

Justice Burton, joined by Justice Frankfurter, in a long minority 


Tbid., p. 603. 
* Loc. cit. 

* Ibid., p. 605. 
** Ibid., p. 606. 
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opinion attacked the reasoning and conclusions of the majority. The 
minority’s reading of the legislative history of the Clayton Act con- 
vinced them that vertical acquisitions of stock were to be reached, if 
at all, only by provisions of the Clayton Act other than Section 7. They 
pointed out that for 40 years this interpretation of Congressional intent 
had been followed administratively by the Department of Justice and 
Federal Trade Commission and contended that this should be re- 
garded as persuasive evidence of the proper scope of Section 7. They 
objected to the majority’s ruling that lawfulness at the time of the suit 
rather than at the time of the stock acquisition was controlling, on the 
ground that “The result is to subject a good-faith stock acquisition, 
lawful when made, to the hazard that the continued holding of the stock 
may make the acquisition illegal through unforeseen developments,” 
and that “such a view is not supported by the statutory language and 
violates elementary principles of fairness.’’*” 

The majority were accused of being guilty of a logical fallacy in con- 
cluding that “because du Pont over a long period supplied a substantial 
portion of General Motors’ requirements of paints and fabrics, its posi- 
tion must have been obtained by misuse of its stock interest rather than 
competitive considerations.” In support of the contrary interpretation 
the minority pointed out that each of the General Motors operating 
divisions bought independently and that the volume of purchases from 
du Pont varied greatly from one division to another; that although du 
Pont is General Motors’ principal paint supplier the latter in recen: 
years had bought as much as 30 per cent of its paint from competitors; 
that du Pont has had much less success than its competitors in selling 
to General Motors products other than finishes and fabrics; and that 
the fact that du Pont supplies a larger proportion of General Motors’ 
requirements of finishes and fabrics than of other automobile manu- 
facturers can be explained on grounds other than its stock interest in 
General Motors. For example, Ford follows the policy of making most 
of its own finishes and fabrics, with du Pont supplying most of these 
materials which the company itself does not manufacture. Chrysler 
follows the policy of selecting for each product a single supplier to 
whom it can be the most important customer, choosing Pittsburgh Plate 
Glass for paint and Texileatiier for fabrics. 

The minority dismissed the documentary evidence relied upon by the 
majority to prove du Pont’s intent to secure noncompetitive prefer- 
ences—the letters and reports of Raskob, Haskell, and others—as being 
in each case “a matter of disputed significance which cannot be evalu- 


Ibid., p. 622. 
* Ibid., p. 643. 
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ated without passing on the motivation and intent of the author.’’® It 
was said that, read in the context of the situations to which they were 
addressed, they were consistent with the District Court’s conclusion 
that no restriction was placed on General Motors’ freedom to buy as it 
chose and that General Motors’ buyers did not regard themselves as 
being in any way restricted. The minority also contended that the Su- 
preme Court should have accepted the lower court’s interpretation of 
the facts in the case, since its findings were supported both by contem- 
poraneous documents and by oral testimony and since the question of 
the credibility of the witnesses was of great importance and the trial 
judge was in a position to evaluate their credibility at first hand.” 
Finally, economists may be interested in the minority’s criticism of 
the Court’s concept of the relevant market. They held that the record 
did not support the majority’s decision that the relevant market was 
that for automotive finishes and fabrics; on the other hand, the record 
did show that other finishes and fabrics were competitive with those in 
question, and that therefore the relevant market was that for all in- 
dustrial finishes and fabrics. The majority were criticized for including 
sales of du Pont’s “Dulux,” which is not used on automobiles, in com- 
puting du Pont’s share of the market for automotive finishes and for 
excluding the sales of its “Duco” automotive finishes which are made 
for nonautomotive uses.** The comment was made, a la Schumpeter,” 
that “If Duco is to be treated as a separate market solely because of its 
initial superiority, du Pont is being penalized rather than rewarded for 
contributing to technological advance.”’** On the basis of the minority’s 
definition, du Pont’s share of the relevant market in 1947 was less than 


Lee. oft. 

*” Two principal criticisms of the du Pont decision from a legal standpoint are suggested 
by the above discussion of the minority opinion. One concerns the proper scope of 
judicial review; it is said that the lower court’s findings of fact should have been sustained 
since they were not clearly erroneous and were supported both by oral testimony and 
contemporaneous documents. The other criticism is that in holding that the original Sec- 
tion 7 applied to vertical as well as horizontal acquisitions and that lawfulness at the 
time of bringing suit rather than at the time of acquisition was controlling, the Court dis- 
regarded 40 years of administrative interpretation and all the precedents except one lower- 
court decision. Underlying this criticism is the contention that regard for precedent gives 
predictability to law and guards against capricious or illogical changes in rulings, and that 
if precedents become outmoded as a result of changing conditions or changing social policies 
the proper remedy is legislative action. 

* If the relevant market were taken to be that for all du Pont finishes for both auto- 
motive and nonautomotive uses General Motors’ share in recent years, according to the 
minority, would range from 14 to 25 per cent. While this is considerably smaller than 
the share as computed by the majority’s method it would still seem to be “substantial.” 

* J. A. Schumpeter, Capitalism, Socialism and Democracy, 3rd ed. (New York, 1950), 
Ch. 7, 8. 

*US. v. du Pont, p. 651. 
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3.5 per cent for finishes and about 1.6 per cent for fabrics. From this it 
was concluded that the Clayton Act was not violated by du Pont’s 
stock acquisition because it did not foreclose competitors from a sub- 
stantial share of the relevant market or significantly limit the competi- 
tive opportunities of others trading in that market. 

Economists would disagree with the minority’s contention that auto- 
motive finishes are indistinguishable from other industrial finishes or 
that Duco is indistinguishable from other finishes. The mere fact that 
the latter was a patented product is at least presumptive evidence that 
it is significantly differentiated from other finishes. Moreover each such 
differentiated product has a distinct market; whether the “relevant 
market” for antitrust purposes is to be considered the market for a 
single product in the narrowest sense or as comprising a group of mar- 
kets of closely related products is necessarily a policy question depend- 
ing upon what degree of monopoly power is regarded as permissible. 

While the present decision extends the scope of the antitrust laws in 
ways described above this conclusion is subject to certain qualifications. 
First, the holding which extends the Clayton Act in its pre-1950 form 
to vertical stock acquisitions is not likely to be of great importance. It 
was early discovered that the original Clayton Act covered acquisitions 
of stock but not of assets;** in view of this loophole it is unlikely that 
there were many vulnerable stock acquisitions in the pre-1950 period. 
For the period since 1950 the holding is superfluous in view of the 
Celler amendments which extend the coverage of the Clayton Act to 
all types of mergers and acquisitions, vertical, horizontal, and con- 
glomerate, whether achieved by the purchase of stock or the purchase 
of assets. Second, there are definite limitations on the retroactive as- 
pect of the holding which permits suit to be brought at any time, fol- 
lowing a stock acquisition, when a probable violation of the Clayton 
Act can be established. This is both because of the probable fewness of 
vulnerable stock acquisitions in the pre-1950 period and because of the 
need on the part of the antitrust enforcement agencies to conserve their 
time and resources for dealing with important current cases. Where 
acquisition of assets is involved there is the additional limitation that 
suit must be brought before the assets become scrambled to such an 
extent as to make divestiture impracticable. However, the holding in 
the present case is important in that it will enable the enforcement 
agencies to deal retroactively with some recent, post-1950, acquisi- 
tions, and by removing the time factor, especially in the case of stock 
acquisitions, should materially strengthen enforcement in the future. 


* See F.T.C. v. Western Meat Co., Thatcher Mfg. Co. v. F.T.C., Swift and Co. v. F.T.C., 
272 U.S. 554 (1926) ; Arrow-Hart and Hegeman Electric Co. v. F.T.C., 291 U.S. 587 (1934). 
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The significance of the present case, as indicated at the outset, per- 
haps depends less upon what it decided, important though these points 
are, than upon the answers which will ultimately be given to the numer- 
ous important questions which it poses. For the case raises more ques- 
tions than it answers. Since the decision rests to a large extent upon 
facts peculiar to the du Pont-General Motors relationship much un- 
certainty has been created concerning the extent to which a similar 
conclusion will be reached in future cases under Section 7 of the Clay- 
ton Act which involve different fact situations.” One area of uncer- 
tainty concerns the definition of the relevant market which will be 
adopted in future acquisition cases. Will a narrow concept of the rele- 
vant market comparable to that adopted in the present decision be re- 
tained in future Clayton Act cases? Will a narrow concept of the rele- 
vant market be adopted in Clayton Act cases while a broader definition 
is retained (following the precedent of the Cellophane decision) in 
Sherman Act cases? 

A second area of uncertainty concerns the percentage of ownership 
by one corporation in another which will be vulnerable under Section 7. 
Under the circumstances of the present case du Pont’s 23 per cent own- 
ership of General Motors stock was held to be sufficient to establish the 
fact of control. However, it cannot be assumed that this is necessarily 
a firm figure; the percentage of ownership which will be held to estab- 
lish the fact of control may be higher or lower in future cases under 
Section 7 depending upon the degree of interference by the acquiring 
corporation in the affairs of the corporation a stock interest in which 
has been acquired, the absolute size and market shares of the acquiring 
and acquired corporations, and other factors. 

A related question concerns the extent to which the rulings in the du 
Pont case with regard to the relevant market and percentage of owner- 
ship necessary to establish the fact of control will serve as precedents 
in future cases involving joint stockholdings by two or more corpora- 
tions in a third corporation. Another related question concerns the 
possible bearing of the present case upon vertical integration involving 
the acquisition of the entire capital stock or assets of a customer or 
supplier corporation. In view of the fact that since 1950 the Clayton 
Act has applied to acquisitions of assets as well as of stock the question 
arises whether a corporation will be more or less vulnerable if it ac- 
quires, or has acquired, a customer or supplier corporation outright 
than if it acquires merely partial stock ownership. More specifically, 
will a concept of the relevant market comparable to that adopted in the 


* See also Betty Bock, “Antitrust Polarity: The Two du Pont Decisions,” Conference 
Board Bus. Record, July 1957, XIV, 325-31. 
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present case be adopted in cases involving complete vertical integra- 
tion? In this connection much importance attaches to the outcome of 
the pending Federal Trade Commission complaint against the acquisi- 
tion by the Union Carbide and Carbon Corporation of the assets of the 
Visking Corporation, one of its principal customers. This is the Com- 
mission’s first action against a so-called “forward-vertical” merger. 

A third area of uncertainty concerns the bearing of the absolute size 
and market shares of the acquiring and acquired firms upon the vul- 
nerability of acquisitions under Section 7. Would the present decision 
have been different if one or both of the industries represented by du 
Pont and General Motors were less concentrated, or if the market 
share of either or both of these firms had been smaller? What is the 
minimum market share which could qualify as “substantial” within 
the meaning of the Clayton Act? Would the decision have been differ- 
ent if the absolute size, as distinct from the market share, of du Pont 
and/or General Motors had been materially smaller? 

A final question concerns the remedies which will be invoked to give 
effect to the Supreme Court’s decision in the du Pont case. The Supreme 
Court in remanding the present case to the District Court noted that 
the latter had “wide discretion” in adapting remedies to the require- 
ments of the individual case. The question of remedies in the present 
proceeding is particularly difficult because of the magnitude of the di- 
vestiture involved. The sale of du Pont’s holdings of some 63 million 
shares of General Motors, currently worth about $2.4 billion, would 
represent the largest government-ordered disposal of property ever 
made. Sale of the stock in the open market over any short period would 
drastically depress the price of the shares and might have other un- 
desirable repercussions. Even assuming that it were possible to dispose 
of the stock on the open market without appreciable depression of its 
price this solution would be undesirable from du Pont’s standpoint be- 
cause of tax considerations. The Company would be subject to a huge 
capital gains tax—estimated at between $500 and $600 million—while 
the du Pont stockholders would pay income taxes at the regular rates 
on such part of the proceeds as might be distributed in dividends. 

The government has filed a divestiture plan intended to accomplish 
the eventual disposal of the General Motors stock while minimizing the 
foregoing difficulties. The plan calls for depositing all of the General 
Motors stock with a court-appointed trustee who, in turn, would parcel 
it out over a ten-year period to du Pont stockholders other than Chris- 
tiana Securities Company, Delaware Realty and Investment Corpora- 
tion, and stockholders of the latter. The distribution would be made in 
proportion to each shareholder’s interest in the du Pont Company. 
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Christiana, Delaware, and the stockholders of Delaware, together ac- 
counting for about 40 per cent of the du Pont stock, would be excluded 
from the distribution by reason of their representing the interest of the 
du Pont family. The government proposes that these parties’ share of 
the General Motors stock be disposed of at public or private sale over 
a ten-year period, with the other du Pont stockholders being given the 
first opportunity to purchase the stock. During the ten-year divestiture 
period voting rights to the General Motors stock would be lodged with 
du Pont stockholders other than Christiana, Delaware, and the stock- 
holders of Delaware. The voting rights attached to the latter parties’ 
share of the General Motors stock would be prorated among the other 
du Pont stockholders until the stock is sold. The purpose of these ar- 
ran ements is to prevent an important residue of common control of 
du Pont and General Motors from remaining in the hands of the du 
Pont family. 

The government’s plan prohibits du Pont, Christiana, and Delaware 
from acquiring or holding, directly or indirectly, any General Motors 
stock or from exercising any kind of influence or control over General 
Motors. Du Pont and General Motors are prohibited from having in- 
terlocking directorates and common officers; from entering into any 
agreement, understanding, or arrangement for joint ownership or oper- 
ation of any commercial or manufacturing enterprise; and from grant- 
ing exclusive patent rights to each other. In addition, du Pont and 
General Motors are prohibited from entering into any contract, agree- 
ment, or understanding which requires that General Motors purchase 
any specific percentage of its requirements of any product from du 
Pont, or which grants to du Pont the first or a preferential right to 
manufacture or sell any chemical discovery made by General Motors. 

Du Pont’s plan for divestiture has not yet (January 1958) been 
filed, but it is reported unofficially that the Company favors placing its 
holdings of General Motors stock in a nonvoting trust without any 
requirement that the stock be sold. Unless an agreement can be reached 
between the parties it is highly probable that the District Court’s de- 
cision with regard to remedies will be appealed to the Supreme Court. 

The foregoing analysis, in the opinion of the writer, demonstrates 
that the du Pont decision materially increases the ability of the enforce- 
ment agencies to maintain if not enhance the strength of competitive 
forces in the economy, and that potentially its influence in this direc- 
tion could be much greater. The decision will, therefore, be applauded 
by those who favor a strong antimonopoly policy, but even those who 
oppose such a policy and the larger number who are defeatists concern- 
ing its possibilities would find it difficult to deny that stockholdings of 
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the type here involved make little or no economic contribution from the 
social viewpoint and that, potentially at least, they may be socially dis- 
advantageous. The Celler amendments and the du Pont decision have 
materially increased the stature of Section 7 of the Clayton Act, but 
whether the decision deserves the appellation of “sleeping giant” will 
depend upon future judicial rulings concerning the numerous important 
questions which the decision poses. 
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COMMUNICATIONS 


Theoretical Note on Time-Preference, Productivity of 
Capital, Stagnation and Economic Growth 


Among the many factors which determine the growth or stagnation—as the 
case may be—of a national economy, its rate of saving out of current income 
and the subsequent increase in income resulting from the investment of these 
savings play an important role. A relatively simple method of graphic presenta- 
tion and analysis makes it possible to articulate, without explicit recourse to 
algebra or calculus, the various effects which different configurations of these 
two determinants can have on the state of the economy and its development 
over time. Like any other purely theoretical inquiry, this analysis only helps 
us to draw certain, possibly not immediately obvious, conclusions from alterna- 
tive sets of hypothetical assumptions. 

Figure 1 depicts the preferences of a given national economy between present 
and future levels of consumption in terms of a conventional set of social in- 
difference curves. It deviates only in one respect from the graph used by Irving 
Fisher in his classic exposition of his theory of interest. The variables, Y and 
C, whose magnitudes are measured along the horizontal axis, represent respec- 
tively the level of real income and the amount of goods consumed in the present 
period. The variables Y’ and C’ measured vertically describe future income or 
consumption; “future,” however, not in the sense of a single “second” period 
—as shown on Fisher’s diagram—but in the sense of a steady, even flow which, 
beginning with the year following the present one, can be maintained in equal 
annual amounts in perpetuity. ' 

Accordingly, every point between the coordinate axes in Figure 1 denotes a 
specific combination of a given present year’s income (or consumption) level 
with a fixed level of annual income (or consumption) flow to be enjoyed in 
perpetuity from the next year on. Each indifference line represents a set of 
equally desirable combinations of present consumption levels and future con- 
sumption streams, the positions on higher indifference lines being naturally 
preferable to those on the lower. 

The movement, from right to left, along any one of the negatively sloped 
straight lines, such as P,P’, or P,P’, accordingly describes an exchange of a 
batch of present goods for a constant stream of future goods or, in other words, 
the exchange of a capital sum for a perpetual series of equal annual interest 
payments. The (absolute) magnitude of the slope of each one of these exchange 
lines can consequently be interpreted as representing an annual real rate of 
interest. Given a free choice between alternative positions on a given exchange 
line, the income receivers would accordingly reach the highest attainable— 


under the given circumstances—level of welfare at tangency points, such as 
P’, or P’;. 
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Any point, such as P;, P, or Ps, situated on the 45° line drawn from the 
origin, describes a stationary position in which the present (Y) and the future 
(¥’) levels of income and consumption are identical. Actually faced with a 
choice between the maintenance of such a stationary state and a movement to 
some other position located along the exchange line which goes through it, in- 
come receivers will perpetuate the stationary state only if, as at P’;, it happens 
also to be the point of tangency between the exchange line and the indifference 
curve which passes through that point. In other cases, they can improve their 
welfare by consuming less than their entire present income in order to secure 
a higher level of future income and consumption streams. Or, on the contrary, 
they might improve their situation by borrowing against the future, so as to 
allow the present consumption to exceed the rate of current revenue. 
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Thus, starting, for example, from the initial position P, and facing the ex- 
change line which passes through that point, the representative independent 
income recipient or the central planning authority—whichever it may be—will 
move from P, to P’,. It will allocate to immediate direct consumption that part 
of present income OY, which is measured by the distance from O to C,; the 
rest of it, C,Y1, or AK;, will be saved and exchanged against future income. 
The rate of the potential income stream to be received in the next, and all 
later, years will be raised by AY, from OY’, to OY’:. Point P2, again located 
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on the 45° line thus represents the prospective position of the country in the 
second year. 

Before pursuing further the sequence of given income, saving and increased 
income, let us turn to Figure 2 which describes the relationship between the 
total stock of capital invested and the net output (income) which it can pro- 
duce on the basis of the existing technology in cooperation with the given 
supply of all other factors. Along the horizontal axis, we measure from right to 
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left (in order to facilitate the subsequent comparison with Figure 1) the total 
stock of capital, and along the vertical axis the annual rate of net output, i.e., 
net income. The bending of the curve describes the well-known technical rela- 
tionship between the stock of productive capital and the flow of output pro- 
duced with its help. The slope of that curve at any point represents the mar- 
ginal productivity of the particular amount of capital which corresponds to it. 

Point P; in Figure 1 refers to the same state of the economic system as point 
P, in Figure 2. In this position, the total stock of capital amounts to K, and it 
produces a net income flow of Y; units per annum. The potential increase in 
output, which could be brought about by an increase in the existing stock of 
capital, can be read off Figure 2: Specifically, the ratio between the amount 
of invested savings and the resulting rise in future income flow is represented 
—at least for changes which are not very large—by the slope of the capital- 
output curve at point P,. It is that slope which, when transferred to Figure 1, 
describes the real rate of interest, the ratio at which the present consumption 
can be foregone in favor of additional future income, or, in other words, the 
slope of the line along which the country moves (see Figure 1) from P, to P’;. 
The saving, AK,, when added on Figure 2 to the original amount of capital, 
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K,, increases the total stock to K, and the corresponding annual rate of in- 
come flow—from Y’, to Y’,. Measured on Figure 1 along the horizontal axes 
this is the increase from Y’, to Y’,. Measured on Figure 1 along the horizontal 
axes this is the increase from Y, to Y>. 

The income and consumption, represented by the position of point P, in 
Figures 1 and 2 could be maintained, as far as the country’s productive power 
is concerned, from now on into the future without any further change. The 
combination of the marginal productivity of capital and time-preference, as 
shown at point P, in Figures 1 and 2, is, however, such that instead of con- 
suming all of that increased income our developing economy will move on to 
point P’,, i.c., save and invest again, increase its stock of capital from K, to Ks 
and its income from Y, to Y3. By the third year, it thus will find itself at P’s. 
The slope of the indifference curve passing through that point in Figure 1 has 
been drawn so as to be equal to the slope of the capital-output curve at the 
corresponding point (P;) in Figure 2. Hence the marginal productivity of 
capital is equated to marginal time-preference if the representative consumer, 
i.e., the country as a whole, chooses to consume neither more nor less than its 
entire current income. It is, in other words, an equilibrium position, a station- 
ary state which can and will be maintained ad infinitum as long as no new 
factors enter the picture. Such a new factor might be a shift of the structural 
conditions, i.e., a change in the form of the production function in Figure 2 or 
a variation in the shape of the indifference curves in Figure 1. Or it might 
consist in the creation of new “initial conditions”: sudden destruction—as the 
result of war—of some part of the existing stock of capital or, on the contrary, 
acquisition of additional capital from foreign sources, a developmental grant 
received from abroad. 

On our graphs, the creation of such new initial conditions would be de- 
scribed, for example, as a shift from P’; to point P. or, say, to point P,. In 
either case, if left to its own devices, the economy would return at once or by 
successive steps to its original position at P’;. The difference between the move- 
ment from P, to P’; and from P, to P’; is that, in the latter case, having been 
pushed beyond the point of stable equilibrium, the system will come back to it 
through a process of capital consumption, i.e., by sacrificing some of the future 
income stream in order to be able to maintain during the transitory period a 
“present” level of consumption above its “current” income; while in the for- 
mer case it would approach the stable equilibrium position, P’;, from below, 
i.e., through a process of capital accumulation. 

The economy of course does not necessarily find an equilibrium position. It 
might have none, or more than one, but in the latter case unstable as well as 
stable equilibria will necessarily be present. We call a state of unstable equi- 
librium one in which, in the absence of any change in its internal structure and 
without even the slightest variation in the initial conditions, the system would 
maintain itself ad infinitum, but from which it would tend to depart on the 
slightest provocation. It is analogous to the position of the proverbial egg, 
precariously balanced on its narrow end. 

To work out in full the implications of the previous analysis, let us now turn 
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to Figure 3. Along the horizontal axis, we measure the national income, Y. Of 
the two interlaced curves, MP represents the marginal productivity of capital, 
i.e., the slope of the capital-output line (Figure 2) as it gradually bends to- 
ward the horizontal with the increase in Y. TP measures the marginal time- 
preference, i.e., the slope of the indifference curves as they cross the 45° line 
in Figure 1 at various levels of income Y. The third curve below, identified by 
the letter D, represents the vertical distance (difference) between the first two 
(i.e., the excess of TP over MP); the points, a, b and c, at which the D-curve 
crosses the zero axis mark those income levels at which the marginal produc- 
tivity of capital is equal to the marginal time-preference when the country 
consumes exactly its entire income. They mark, in other words, the possible 
equilibrium positions of the system. The D-curve passes below the zero line at 
those income levels at which the marginal time-preference (or more precisely 
the slope of the indifference lines at points where they cross the 45° stationary 
income locus) is smaller than the corresponding marginal productivity of capi- 
tal. As can be seen from Figure 1, in all such cases there will be some positive 
amount of saving. And as a result of it, the income will necessarily grow. Over 
all those intervals in which the D curve rises above the zero line, current con- 
sumption, on the contrary, will exceed net current output, the stock of capital 
will be diminished and income will consequently fall. The direction of the en- 
suing upward, or downward, change in income is indicated in Figure 3 by 
arrows. 

To simplify the explanation of the interplay of the two sets of basic struc- 
tural relationships represented, respectively, in Figures 1 and 2, the functioning 
of the economy has been viewed as if it had proceeded step by step. Such 
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period analysis introduces, however, complications of its own which would be 
absent if the processes of production, consumption and investment were de- 
scribed in continuous terms. With due apology to the mathematically interested 
reader (who, however, should be able to work out all intermediate details him- 
self), we will now interpret the curves in Figure 3 as if they reflected, as they 
well might, the properties of a continuous process. [The reader will note that 
the specific shapes of these curves do not actually correspond to those of the 
particular set of consumer-preference relationships and the production func- 
tion depicted in the other graphs. While the combination of the structural 
relationships shown in Figures 1 and 2 yield only one equilibrium position 
(P’;), Figure 3 shows the existence of three such positions, a, b and c.] 

Starting with a very small stock of capital and income inferior to that cor- 
responding to the lowest equilibrium point, a, the system would proceed to 
expand toward a. If in its initial position the economy were located some place 
between a and 3, it would also tend to move toward the former point. In this 
case, the process is a regressive one characterized by gradual diminution of the 
stock of productive capital, reduction in the rate of output (income) and in- 
cidentally—as the MP curve shows—an increase in the real rate of interest. 
Once a is reached in either way, the system would “stagnate” at that low but 
stable equilibrium position. When pushed to the left by the action of some out- 
side force, such for example as an accidental loss of productive capital, it would 
move back again toward a, but not beyond. If, as beneficiary of a foreign loan 
or gift, it should find itself in the possession of some additional capital and 
correspondingly increased income, our country would at once proceed to “live 
above its means,” i.e., consume its capital and gradually reduce its output until 
the stationary state at @ would again be reached. Even a constant flow of 
foreign aid could, in such case, do no more than help the system to maintain its 
income and consumption at some point between a and 5, without, however, 
releasing any tendency toward further growth. 

These latter observations apply, however, only to gifts or loans not large 
enough to push the rate of sutput beyond 5b. Once on the other side of that 
unstable equilibrium position, the economy would begin to save, accumulate 
and increase its revenue; in short it would proceed to develop under its own 
power. According to the graph, a new stable equilibrium would be approached 
at the much higher income level, c. Had the structural conditions been such 
as to keep MP above TP, and thus the D-curve below the zero line, through- 
out its entire stretch to the right of b, the process of economic growth—once 
that threshold had been passed—would go on indefinitely. 

By way of a concluding observation, one might suggest, without detailed 
explanation, how the three graphs can also be used to trace through the possi- 
ble effects of changes in the basic structural conditions of the economy. For 
instance technological advance, described as an upward shift of the capital- 
output curve in Figure 2, might—and most likely actually would—affect the 
shape of the MP and the D-curve in Figure 3. The equilibrium positions a, 6 
and ¢ would shift. Depending on the magnitude and the nature of the change, 
some of these positions of stationary state might even disappear or new ones 
might be created. 
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To the extent to which a rise in the productivity of capital enables the 
economy to increase its income without any addition to its stock of capital, 
technological advance will shift the system at once to the right along the hori- 
zontal axis in Figure 3 from whatever position it had previously occupied. In 
fact, however, new technology as a rule requires a new type of equipment and 
different kinds of skills. That means that its introduction will depend itself on 
the current rate of saving and accumulation. 

A further pursuit of these speculative arguments must clearly yield diminish- 
ing returns. The effort involved in construction and interpretation of more 
complicated graphs might better be spent on observation and explanation of 
the real world. 

WassILy LEONTIEF* 


* The author is professor of. economics at Harvard University. 


A Proposal for the Automatic Neutralization of Currency Flows 


A change in the public’s preference for currency relative to its demand for 
deposit money results in a multiple change in the total potential money supply. 
This observation is an accepted principle in current expositions of the credit 
expansion-contraction process and is a characteristic ot monetary system 
which has been the subject of much criticism. 

The Federal Reserve System has had its share oi difticulties with banking 
crises caused by currency drains. The most spectacular manifestation of the 
difficulty was the wave of bank failures which struck the banking svstem in 
the early 1930’s, culminating in the bank holidays of March 1933. Enevgh 
has since been learned in the use of monetary policy to prevent any widespread 
closing of banks or even any very serious stringencies for the banking system 
caused by the movements of currency. 

Out of the banking breakdowns of the past have come many reforms and 
suggestions for reform. The most drastic proposal seriously considered was the 
100 per cent reserve plan which would definitely solve the problem of cur- 
rency drains, but which was so extreme as to be politically inexpedient.* 
Another suggestion, described by E. S. Shaw, is to return the currency-creation 
function to the commercial banks, and require the same fraction of reserves 
behind the two money liabilities, currency and demand deposits.” A less revo- 
lutionary solution has been adopted by utilizing the powers of the Federal 
Open Market Committee. In principle, open-market operations can be em- 
ployed to offset any conceivable volume of currency withdrawals by the 
public.® 

* Irving Fisher, 100 Per Cent Money, 3rd ed. (New Haven, 1945); A. G. Hart, “The ‘Chi- 
cago Plan’ of Banking Reform,” in F. A. Lutz and L. W. Mints, ed., Readings in Monetary 
Theory (Philadephia, 1951), pp. 437-56. 

7E. S. Shaw, Money, Income, and Monetary Policy (Chicago, 1950), p. 156. 

*R. V. Roosa, Federal Reserve Operations in the Money and Government Securities 

Markets (New York, 1956), pp. 70-71. 
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This solution is a workable one, but it is not perfect. One of the shortcom- 
ings is that of any policy which requires accurate prediction. In order for the 
action to have the desired effect the currency flows must be correctly antici- 
pated. Because of the regular seasonal pattern of currency in circulation it is 
one of the more predictable variables with which economists have to work. 
Yet, as Robert V. Roosa of the Federal Reserve Bank of New York says, 


Much of the time, the precision of the projections is very close. But 
there are generally three or four periods in any year when something 
happens to enlarge or spread out the currency outflow, or its return, and 
at these times there is again no substitute for the “feel” of the market 
in interpreting the immediate repercussions of such developments upon 
the existing state of bank reserves.* 


Errors may exist in the magnitudes involved and the timing of the offsetting 
policy when “feel” is the guide. Even if accurate prediction were possible 
there would remain the questions of the pervasiveness of open-market opera- 
tions and the length of time required for the effects to be felt outside of the 
major money-market cities. Is it not conceivable that a heavy flow of currency 
into circulation might be taking place in one area of the country whereas the 
purchase of securities could be taking place more markedly in other districts? 
Or again, the currency movements may predominate in one class of banks anc 
open-market operations may more heavily influence the reserve position of 
another class of banks with different reserve requirements. In other words, 
while open-market operations are unquestionably more pervasive in effect and 
more fluid in their impact than the layman could imagine, yet they may not 
be as refined as many money-market specialists seem to imply.® 


I. The Proposal 


The plan to be presented is offered as a method of offsetting the monetary 
effects of currency flows which is superior to open-market operations. Although 
the exposition is limited to the banking structure of the United States, and 
to the currency-drain problem, the principle is applicable to other banking 
systems and to other significant problems such as time-deposit changes and 
Treasury-balance changes. The scheme should not be confused with the se- 
curity-reserve plans which were so popular during the period immediately 
following the second world war. There is in fact no kinship. 

The heart of the proposal is that every member bank be required to main- 
tain a secondary-reserve-fund account in the Federal Reserve Bank of its 
district. This income-yielding account would be used only in connection with 
currency flows into and out of circulation. Whenever a bank deposited cur- 
rency with its Federal Reserve Bank, its legal reserve would be increased by 


* Ibid. p. 71. See also, S. L. McDonald, “Some Factors Affecting the Increased Relative 
Use of Currency Since 1939,” Jour. Finance, Sept. 1956, XI, 313-27. 

* Differences of opinion on this question ultimately must be based on divergent views 
on the mobility of loanable funds, geographically and among competing uses of funds. 
Since the justification for the plan to be presented does not depend upon this argument, 
it is not pursued further. 
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the reserve requirement (7) times the amount of currency; the remainder, 1-r 
times the amount of currency, would be credited to the depositing bank’s 
secondary-reserve-fund account. Whenever a bank withdrew currency from 
the Federal Reserve Bank, its reserve account would be decreased only by r 
times the withdrawal, and its secondary reserve fund would be reduced by 
1-r times the amount of the currency withdrawn. 

The two flows can be illustrated by the effects on the consolidated balance 
sheet of the commercial banks. A movement of currency into circulation re- 
sults in a reduction of deposits and vault cash. The commercial banks replace 
the withdrawn currency by ordering supplies from the Federal Reserve. If we 
assume, for illustrative purposes, a 20 per cent reserve requirement and a 
$500 million currency drain, the net result on the banks’ balance sheet under 
the plan offered in this paper is: Deposits in Federal Reserve Banks, minus 
$100 million; Secondary Reserve Fund in Federal Reserve Bank, minus $400 
million, and Deposits of the Public, minus $500 million. The effect of the 
return of currency out of circulation is just the reverse. 

In neither case are excess reserves or deficient reserves created. Automati- 
cally the economy’s adjustments between the two forms of money are compen- 
sated in such a way as to maintain a constant supply of money. The Federal 
Reserve System is then free to influence the monetary environment according 
to its policy goals without concern for the effect of currency flows. 

It would probably be best to permit flexibility in the composition of the 
assets which would make up the secondary reserve fund. At the present time 
government bonds, of which member banks hold $39 billion, would constitute 
a very acceptable choice. No hardship would be imposed on the banks of the 
system, for the member banks would simply reduce the amount of govern- 
ments in their general asset portfolio and increase by that amount their sec- 
ondary reserve fund. The net result on any bank’s position would be advan- 
tageous to the bank since the secondary reserve fund would yield a satisfactory 
return, and at the same time be completely liquid for currency-withdrawal 
purposes, thus relieving the bank from the necessity of holding in its own 
portfolio the more liquid, lower-yielding or nonearning assets for that con- 
tingency. 

The fund could be composed of securities other than government bonds. It 
might be advisable to shift the fund into other forms of assets if the yield on 
government bonds were to decline markedly relative to that which banks could 
earn on discretionary assets. This would mitigate attempts by individual banks 
to avoid the fund mechanism. Another alternative is for the Federal Reserve 
to issue its own marketable obligations in amounts required by the secondary- 
reserve-fund system. 

Determination of the amount each bank would be required to contribute to 
the fund should be the subject of an empirical study. According to the author’s 
calculation, each member bank’s contribution should be in the order of 2.5 to 
3 per cent of total deposits, which would have made the size of the total fund 
if inaugurated at the end of 1956 between $4.075 and $4.890 billion. Cur- 
rently, government bonds held by member banks are almost 25 per cent of 
their total deposits. However, no serious problems would arise from establish- 
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ing the fund at a size less than the optimum if it were to be inaugurated at 
the proper time. The size of the fund at its origination should be large enough 
to withstand any possible extremes in seasonal withdrawal of currency and to 
prepare for the anticipated secular expansion of the public’s demand for cur- 
rency. A critical level should be established in the size of its fund for each 
member bank at which point the bank would be required to contribute addi- 
tional securities to its secondary reserve fund. Normally these bonds would 
be taken from the member bank’s own portfolio. In the event the bank did 
not possess sufficient quantities of the eligible bonds, it could buy them with 
excess reserves or convert other assets into the acceptable form. An upper 
limit should also be set in order to prevent continual expansion of its fund 
by a bank whose business was such that net currency inflow was the normal 
situation. 

Table I permits the reader to follow the behavior of the fund had it been in 
operation for the past 10 years, beginning January 1, 1947. In the table it is 
assumed that the amount of securities in the fund totaled $3 billion on that 


TABLE I.—EstmatTeD S1zE oF SECONDARY RESERVE FunD, 1947-56, 1F PROPOSAL 
Hap BEEN EFFECT* 


(in millions) 

1947 | 1948 | 1949 | 1950 | 1951 | 1952 | 1953 | 1954 | 1955 | 1956 
Jan. | 3,630 | 3,930 | 4,530 | 5,230 | 5,130 | 4,130 | 2,930 | 2,830 | 2,930 | 2,630 
Feb. | 3,530 | 4,030 | 4,630 | 5,030 | 5,130 | 4,130 | 2,830 | 2,830 | 2,930 | 2,530 
March | 3,630 | 4,130 | 4,630 | 5,130 | 5,330 | 4,030 | 2,830 | 2,830 | 3,030 | 2,530 
April | 3,630 | 4,330 | 4,830 | 5,130 | 5,130 | 3,830 | 2,730 | 3,030 | 3,030 | 2,730 
May | 3,630 | 4,330 | 4,730 | 5,030 | 4,830 | 3,730 | 2,730 | 2,930 | 2,930 | 2,330 
June’ | 3,431 | 4,092 | 4,464 | 4,545 | 3,954 | 3,256 | 2,361 | 2,637 | 2,355 | 1,446 
July | 3,730 | 4,230 | 4,830 | 5,330 | 3,630 | 3,530 | 2,530 | 2,930 | 2,630 | 2,330 
Aug. | 3,630 | 4,130 | 4,630 | 5,230 | 4,430 | 3,430 | 2,430 | 2,830 | 2,430 | 2,230 
Sept. | 3,430 | 4,030 | 4,830 | 5,230 | 4,330 | 3,130 | 2,230 | 2,930 | 2,530 | 2,330 
Oct. | 3,530 | 4,030 | 4,830 | 5,130 | 4,030 | 3,030 | 2,330 | 2,930 | 2,430 | 2,030 
Nov. | 3,330 | 3,830 | 4,630 | 4,830 | 3,930 | 2,330 | 1,830 | 2,830 | 1,830 | 1,730 
Dec. | 3,354 | 3,651 | 4,315 | 4,332 | 3,427 | 2,236 | 1,639 | 2,830 | 1,445 | 1,330 


* It is assumed that the plan started on January 1, 1947 with a fund of $3 billion. June and 
December data are call-date figures, so can be for any day of the week. Data for all other 
months is for the last Wednesday of the month. 

Source: Fed. Res. Bull., “Currency outside Banks.” 


date. Notice that the lowest point reached in the 10-year period was $1,330 
million, which means that a fund of $1,670 million would have been just 
sufficient to handle the flow of currency into circulation. However, the decline 
in the fund from April 30, 1953 to December 30, 1953 would have been 
$1,585 million indicating that a sizeable cushion is advisable. 

The variation in currency in circulation between the end-of-month dates 
may be substantial at certain times. This is especially true between the end 
of November and the end of December since the December call date is al- 
ways after Christmas when currency has already started its return to the 
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banks. Also, the data is for Wednesdays except on call dates, which means 
that the heavy currency-flow days, particularly Fridays and Mondays, are 
not included. 


II. Comparison of the Proposal with Present Practices 


In contrast to the present use of open-market operations as the tool to offset 
currency flows, under the secondary-reserve-fund plan no prediction is re- 
quired. The degree of offset is perfect; for every dollar of reserve lost through 
the currency drain there will be a reduction of reserves sufficient to decrease 
demand deposits by precisely one dollar, which action must have taken place 
when the currency was put into circulation.® 

Not only is the absolute magnitude of the offsetting action accurate, but 
the timing is virtually perfect. Also, the offsetting actions strike at the very 
place where the currency outflows and inflows occur; it makes no difference 
to the monetary system that banks with different reserve requirements are 
involved. The total money supply will remain constant. The banks out of 
which the currency is being withdrawn will lose reserves and secondary reserve 
funds in amounts necessary to meet this obligation. If, instead, open-market 
operations were used, these banks might not get any of the reserves supplied 
by Committee purchases. Indeed the new reserves might be going to banks 
which are experiencing a net inflow of currency. Notice that if there is some 
fundamental cause for the currency run on particular banks, the banks must 
make the proper adjustments under both systems. However, under present 
conditions disruptive liquidation might be forced on such a bank; whereas 
under the secondary-reserve-fund proposal an orderly transition to the new 
conditions is possible. 

The resources of the Federal Reserve System devoted to the currency prob- 
lem could be redirected to the more basic problem of influencing credit condi- 
tions and the two remaining mechanical problems of float and Treasury-bal- 
ance offsets. Thus the actual effect of over-all monetary policy is likely to be 
closer to the desired effect than under the present policy. This is in addition 
to the greater inherent accuracy of the automatic actions under the proposed 
system. For those who object to discretionary actions by government agencies 
this plan represents a step in the right direction.’ It has one of the important 
advantages of the 100 per cent reserve plan, but does not have the disadvan- 
tage of requiring a reconstitution of the monetary institutions and is, therefore, 
unlikely to encounter as severe political opposition. 

The credit-creation multiplier is enlarged under this plan by virtue of the 
elimination of the two important leakages, the vault-cash drain and the cur- 
rency-in-circulation drain. Therefore the effect of any given change in excess 
reserves by Federal Reserve or Treasury action will have magnified effects. 

An attractive feature of this plan is that the soundness of individual com- 
mercial banks would be increased by the existence as an asset of the secondary 


*This statement is accurate only if the deposits referred to are demand deposits. The 
correction for time deposits is made below. 

*H. C. Simons, “Rules vs. Authorities in Monetary Policy,” Lutz and Mints, op. cit., 
pp. 337-68. 
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reserve fund itself; this should instill further confidence in banks and should 
make this plan appealing to the Federal Deposit Insurance Corporation. In 
the event of a system-wide liquidation crisis the machinery by which the cen- 
tral bank would be able to provide the needed liquidity would already be in 
operation and would thereby augment the existing rediscount facilities and 
open-market purchases. 


III. Some Possible Problems 


It may be objected that the proposal has ignored the distinction between 
demand and time deposits. When currency flows into banks, the amount of 
new reserves they can thus acquire is the amount of reserves required on de- 
mand deposits, even though the currency may originally have been deposited 
in a time-deposit account. The flaw is not a serious one. Consider an inflow 
of currency into the banking system for which the public desires time deposits. 
Under the secondary-reserve-fund plan new excess reserves would be created 
because the banks would receive sufficient reserves to back an equivalent 
amount of demand deposits but their required reserves would increase only by 
the time-deposit requirement. Under existing conditions the magnitude of 
excess reserves created by the same transaction is considerably larger, the full 
amount of the deposit minus only the reserve requirement on time deposits. 
Thus the plan decreases substantially the effect of a shift from (to) currency 
to (from) time deposits, but does not eliminate it.* 

The plan works well enough in the simple cases presented above; will it 
operate as desired in more complex situations? Suppose the following case: a 
commercial bank is experiencing a net gain in currency at the same time that 
its deposits are being withdrawn through the clearing process. Under present 
arrangements if the increase in currency depvusits exactly equals the adverse 
clearing balance this bank would require no adjustments other than the con- 
version of the currency into legal reserves. Under the proposed system the 
general assets of the bank would be decreased by (1-r) times the amount of 
the shift in deposits, but its secondary reserve fund would be increased by the 
same amount. No other changes would be required 

In general, under existing arrangements currency inflows and outflows and 
clearing house inflows and outflows are essentially equivalents from the stand- 
point of the individual bank; whereas under the fund plan earning assets 
could change by (1-r) times the change in deposits via the clearing house, and 
the fund would change by (1-7) times the change in currency deposits or with- 
drawals. In any case, for a single bank if the fund is included as a part of 
earning assets, the two systems produce identical balance sheets. For the sys- 


* The same basic device could be used to solve the problem of the time-deposit drain. 
Commercial banks might be required to maintain a secondary reserve against time deposits 
equal to the difference between the legal reserve required against time deposits and that 
required against demand deposits. Thus, if the reserve requirement on demand deposits and 
time deposits were 20 and 5 per cent respectively, a bank receiving new time deposits of 
$100 would require $5 in deposit at the Federal Reserve Bank, $15 in secondary reserve 
fund, 2nd $80 of excess reserves. If the deposit were in the form of currency the changes 
would be: $5 deposit at the Federal Reserve Bank and $95 in secondary-reserve fund. 
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tem of banks, however, no multiple changes in deposits or earning assets will 
take place through changes in currency and deposits when the fund plan is 
in operation. 

Table II demonstrates the case just discussed. In order to illustrate the 
effect of the plan in operation it has been assumed that the currency deposited 
in the individual bank has come from circulation rather than from withdrawal 
from other banks. 

A question arises as to whether the correspondent relations existing among 
banks would be altered. Are the proposed changes such that banks could gain 
from changing their established methods of operation? It is the writer’s 
opinion that they would not. It is true that bankers would probably prefer 
deposits of checks to deposits of currency, since the former would permit 
greater freedom of asset selection and possibly a higher return on the funds. 
For this reason the profitability of certain depositors’ accounts may be altered; 
for example, retail grocers whose deposits are mainly in currency and whose 
withdrawals are through the clearing house. However, since they certainly 
would prefer deposits of currency to no deposits, and since differential profita- 
bility is expected to be slight, no alteration in behavior is anticipated. Member 
banks would still operate as intermediaries between nonmember banks and 
the Federal Reserve Banks. 

It is worth while inquiring into the effect of this plan on the so-called vault- 
cash drain. Under present regulations, every dollar added to the amount of 
cash commercial banks hold in their vaults decreases the banking system’s 
ability to create deposits by some multiple, or in a situation of zero excess 
reserves forces a multiple contraction. Under the proposed arrangements, how- 
ever, an increase in bank holding of currency necessitates contraction of the 
public’s holding of money (in either form) by exactly an equivalent amount. 
Conversely, given no change in total reserves, banks can expand the public- 
held portion of the money supply only by the amount of currency which the 
banks release from their vaults. 

The suggestions for reform of the United States banking system now cur- 
rent usually include the proposal that vault cash held by banks be included 
as acceptable legal reserve for members of the Federal Reserve System.® This 
innovation is reasonable under the present structure, but would be inconsistent 
with the aims of the secondary-reserve-fund plan. If banks could count cur- 
rency as legal reserves when held in their vaults, and receive only the required 
reserve percentage when sent to the Federal Reserve Banks they would be able 
to circumvent the intent of the proposal by holding currency. In fact, they 
would find it profitable to do so if the yield on loans were higher than that 
earned by the secondary reserve fund. 

Lioyp M. VALENTINE* 


*See, for example, E. A. Goldenweiser, American Monetary Policy (New York, 1951); 
and the Economic Policy Commission of the American Bankers Association, A Plan for 
Member Bank Reserve Requirements (New York, 1957). 

*The author, associate professor of economics at the University of Cincinnati, is 
grateful to his colleagues in the College of Business Administration for many stimulating 
discussions and comments in connection with this p2per. 


COMMUNICATIONS 


Intermediaries and Monetary Theory: A Criticism 
of the Gurley-Shaw Theory 


The Gurley-Shaw interpretation of the effects of financial intermediaries 
and their implications for monetary theory and policy’ rests upon certain basic 
~theoretical innovations of the authors. It seems desirable to have some ex- 
plicit discussion of the ideas in question. Unless they are correct, the major 
Gurley-Shaw argument and its important and widely discussed policy conclu- 
sions would seem to be untenable. On the other hand, if these ideas are valid, 
they call for wholesale revision of our thinking about monetary theory and 
economic stabilization. 

The thesis of this paper is that the Gurley-Shaw innovations discussed be- 
low are not valid and, therefore, that the authors’ argument cannot be ac- 
cepted. It is impossible here to summarize or to comment on all matters dealt 
with in the articles in question. This paper limits itself to discussion of certain 
theoretical innovations that seem to the present writer to be of fundamental 
importance and to play an essential role in the Gurley-Shaw argument{ The 
main issues can be summarized in two questions: (1) Do commercial banks 
differ from financial intermediaries? in their ability to create credit in any 
sense that is significant from the point of view of financial control over the 
economy? (2) Are the concepts of “direct debt” and “indirect debt” useful 
tools for analyzing financial developments and an appropriate basis for for- 
mulating government financial policies to combat instability? 


I. Are Commercial Banks Unique in Their Ability to Create Credit? 


Gurley and Shaw explicitly propose a departure from the usual way of 
looking at the role of banks in the economy: 


We are deviating from conventional doctrine in regarding the banking 
system as one among many financial intermediaries, sharing with the 
others the functions of indirect finance. We take exception to the view 
that banks stand apart in their ability to create loanable funds out of 
hand, while other intermediaries in contrast are busy with the modest 
brokerage function of transmitting loanable funds that are somehow 
generated elsewhere.* 


This difference of view, whatever we may decide is its exact nature, would 
seem to have policy implications. If commercial banks are not unique, then 


*J. G. Gurley and E. S. Shaw, “Financial Aspects of Economic Development,” Am. 
Econ. Rev., Sept. 1955, XLV, 515-38 (hereafter referred to as “Aspects”) and “Financial 
Intermediaries and the Saving-Investment Process,” Jour. Finance, May 1956, XI, 257-76 
(hereafter termed “Intermediaries”). The authors’ approach also is developed in “Financial 
Growth and Monetary Controls,” a paper delivered at the November 1956 meetings of 
the Southern Economic Association, and “The Growth of Debt and Money in the United 
States, 1800-1950: A Suggested Interpretation,” Rev. Econ. Stat., Aug. 1957, XXXIX, 
250-62. 

?In this paper, in contrast with the Gurley-Shaw usage, the term “financial inter- 
mediaries” excludes commercial banks, which are referred to specifically as banks. The 
lines drawn in the discussion are such that this is the more convenient usage. 

* “Aspects,” p. 521. See also “Intermediaries,” pp. 257, 259, and footnote on page 263. 
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why should we apply to them a special apparatus of control? On the other 
hand, if they are unique in some relevant sense, this casts doubt on the appro- 
priateness of the Gurley-Shaw suggestion that direct quantitative government 
financial contro! should aim at all financial intermediaries equally with com- 
mercial banks, should aim at controlling the total volume of obligations of 
banks plus financial intermediaries rather than being limited to bank credit 
and the money supply.‘ 

i The generally accepted doctrine seems to be that commercial banks (in 
their function of creating demand deposits)* are unique among financial in- 
stitutions because of two related facts: (1) Commercial banks are the only 
private institution whose debt serves as a generally acceptable medium of 
exchange, as money.* Money is a unique asset; some others can substitute for 
it to some degree in some uses, but there is no fully adequate substitute. 
(2) Because it creates money, the banking system can affect the volume of its 
liabilities and can create or extinguish credit, or loan funds, in a way that no 
other financial institution can. This second point, though a familar one, will 
be developed somewhat further as a basis for examining the Gurley-Shaw 
arguments. 

The usual view is that intermediaries (using our definition of intermedi- 
aries) cannot themselves create credit or loan funds, but rather play a middle- 
man role in conveying to their ultimate users loan funds brought into being by 
others. | Intermediaries perform a function parallel to that of the merchant in 
other lines; they transmute the debt created by borrowers into something 
more attractive to lenders.’ Intermediaries cannot control the volume of their 
outstanding obligations, although they can influence it in the same ways that 
other businesses can influence their sales, by altering quality of service, in- 
tensity of advertising, or profit margins. ~ 

Basically, what the intermediaries do is to maintain a standing offer to the 
public to provide certain services, as does a broker or a merchant.Sometimes 
the character of this offer may change appreciably in the short run because 
of changes on the side of the intermediaries themselves: if a new type of in- 
stitution suddenly appears on the scene, an innovation in service is offered, 
or some units go out of business. Such changes usually are not an important 
factor in short-run financial developments. ‘Thus such variations as occur in 
the rate of growth of outstanding obligations of intermediaries arise mainly 
out of changes in economic and financial conditions that affect the extent to 
which customers desire to take advantage of the standing offer of the inter- 


*This is implied in “Aspects,” pp. 537-38. It is stated explicitly in “Financial Growth 
and Monetary Controls.” 

*In referring to “commercial banks” in this paper, we will be concerned specifically 
with the banks’ operations in their distinctive function of creating demand deposits. 
Actual commercial banks, of course, also deal in time deposits. In this function, they do 
act as financial intermediaries, playing the same role as mutual savings banks. 

* By “money” in this connection we mean instruments that have such general accept- 
ability as a means of payment that they can be directly “spent” by the holder without 
the necessity of taking them back to the originator for conversion. Money in this sense 
ordinarily includes only currency and deposits subject to check. 
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mediaries, rather than out of any particular decisions or actions on the part 
of the intermediaries themselves. Short-run changes in the volume of obliga- 
tions of intermediaries do not seem in the past to have played an important 
role in cyclical variations in the economy.’ » 

Over longer periods, there can be and have been major changes in the vol- 
ume of outstanding obligations of the various intermediaries and in the types 
of services offered to the public; such changes can have an important effect 
upon the financial structure of the economy. However, again, it is probably 
more correct to think of these developments as arising out of underlying 
changes in incomes and in the whole economic environment within which the 
institutions operate rather than out of decisions made at the volition of the 
managers of the intermediaries. 

(Discipline over financial intermediaries is exercised in an immediate and 
direct manner by their creditors.sUntil someone brings money into a savings 
and loan association to exchange for its obligations, the association cannot 
lend money. When the creditor comes back to the association and requests the 
return of his money, the association must similarly contract its loans gA change 
in the volume of demand deposits, in contrast, is initiated by banks when 
they change the volume of their debt holdings; the banks’ creditors, as such, 
play no active role in the process.~The banking system “creates credit” by 
acquiring debt and creating demand deposits to pay for it. The commercial 
banks do not need “to borrow loanable funds from spending units with sur- 
pluses” in order to extend credit (“to transmit the borrowed funds to spending 
units with deficits .. .”).8 

Once demand deposits are in circulation, they are subject to no controlling 


- mechanism parallel to that governing the obligations of intermediaries. Credi- 


tors of intermediaries correct the existence of an excess amount of their obli- 
gations by taking them to the originating institutions and exchanging them 
for cash; the holder of a demand deposit already has cash. He can adjust his 
cash balance by any sort of variation in his expenditures for consumption, or 
investment, or in his income. Except in special cases, he does not adjust his 
personal money balance through any sort of transaction with a bank that 
causes a corresponding adjustment in the total money supply. ‘While an ex 
cess supply of any type of nonmonetary debt or physical asset tends to de- 
press its price and limit its creation, an excess supply of money tends rather 
to enlarge the spending stream, and potentially to cause inflation. Surely the 
basic fact, so often illustrated in history, that the public does not and cannot 


"This is not to say that such a thing is impossible. Aggravated cyclical variations in 
obligations of intermediaries, particularly those that are liquid and serve to some extent 
in place of money balances, could be a matter for concern, in the same way as could 
fluctuations in the volume of other liquid assets. However, a superficial examination of 
the pattern of growth of obligations of the major intermediaries suggests that they have 
participated to a lesser extent than have most types of financial assets in cyclical 
fluctuations in the economy. The major variations in their rate of growth have been 
longer run. The Gurley-Shaw argument is not based on any factual finding that the 
volume of obligations of intermediaries has been peculiarly sensitive cyclically. 


* See “Aspects,” pp. 519-20. 


er 
t \ 
of 
it 
in 
y 
of 
or 
e. 
5 | 
0 
ll 
i- 
y 
n 
ir 
t 
e 
e 
t 
) 
0 
t 


122 THE AMERICAN ECONOMIC REVIEW 


prevent an inflationary expansion of the money supply (or a destabilizing 
contraction) is at the heart of all of monetary theory.» 

As a corollary of this, the commercial banks cannot perform the characteris- 
tic role of an intermediary in taking loan funds created elsewhere and passing 
them on to ultimate borrowers. An extension of credit by a commercial bank 
is not preceded by or contingent upon any private act of saving or of commit- 
ment of funds to investment use. If a person saves and accumulates demand 
deposits, this in no way affects the ability of banks to lend.® Banks (in their 
demand-deposit function) cannot act as a loan-fund broker. 

Let us see, then, what arguments Gurley and Shaw give to support their 
departure from this doctrine. To begin with, they define loanable funds in 
terms of a social accounting framework, identifying the supplying of loanable ~ 
funds by an economic unit with an excess of its income over its spending on 
goods and services, or with a net increase in the unit’s financial assets less its 
liabilities. Money is treated as simply another financial asset. When one accu- 
mulates demand deposits, thus, by definition he supplies loanable funds.’° 

The authors have a right to their terminology, but redefinition of words 
cannot refute existing banking theory. What is at issue is a question of sub- 
stance: what decisions and actions mainly determine changes in the volume 
of demand deposits and associated bank credit? The usual view is that the 
volition ordinarily is exercised by the banking system, rather than by deposit 
holders. The ex post accounting approach itself casts little light on the ques- 
tion of where the relevant decisions are made; one’s choice of accounting defi- 
nitions must stem from his analysis of the nature and location of the govern- 
ing economic decisions. Thus, the usual banking theory would call for social 
accounting definitions representing creation of loan funds as involved in both 
of two types of actions: that of the banking system in acquiring additional 
debt by creating demand deposits (and of the government in adding to cur- 
rency in circulation) and that of other economic units in increasing their 
(net) holdings of nonmonetary debt. 

Another relevant line of argument given by Gurley and Shaw is this: There 
is only one money supply, they argue, that is consistent with given levels of 
expenditures; thus, if the monetary authority effectively performs the task of 
maintaining economic stability the money supply is really determined ulti- 
mately by the decisions of the public. This argument is applied specifically to 
a shift in the willingness of the public to hold obligations of intermediaries in 
lieu of money, but the argument applies equally to any shift in the attitude of 
the public towards holding money balances." 

However, this does not really contradict the traditional view that the bank- 


*A decision of the public to increase holdings of idle demand deposits, by decreasing 
the expenditure-income stream, might be said to increase the amount of money that the 
banks ought to create if they are to assume responsibility for maintaining the earlier 
income level, but this is quite another matter. 


*” “Aspects,” pp. 516-17. 
* “Intermediaries” pp. 261-62. The authors may intend this argument to apply only 
to the long-run growth of banks, rather than to be a part of their refutation of the 
orthodox view of the role of banks in the economy. 
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ing system, including the central bank, determines the amount of demand 
deposits. If its objectives and all relevant variables were completely given, 
the central bank necessarily would act in a certain way; but it has the power, 
if it chooses, to act in a different way. It is true that if banks were controlled 
by an omniscient authority they would, in a sense, behave the way that inter- 
mediaries behave without any such control, since the public’s decisions about 
~ holding demand deposits then would immediately affect the quantity of them. 
This does not argue that banks and intermediaries are subject to the same 
natural discipline and therefore should be subjected to similar types of con- 
trols. 
In order to sustain their argument, and their explicit rejection of accepted 
banking theory, what the authors have to show is that, contrary to common 


| °~ belief, there is a mechanism through which the public directly exercises a con- 


trol over the volume of actual demand deposits parallel to that which it exer- 
cises over the volume of obligations of intermediaries. Such an argument seems 
to be what they intend to convey by the following illustration: 


Suppose that excess money balances, resulting from a shift in spending 
units’ demand away from money balances to alternative forms of in- 
direct financial assets, are not destroyed by central bank action. They 
may be used to repay bank loans or to buy other securities from banks, 

~ the result being excess bank reserves. At the prevailing level of security 
prices, spending units have rejected money balances. But cannot banks 
force these balances out again, resuming control of the money supply? 

- They can do so by accepting a reduced margin between the yield of 
primary securities they buy and the cost to them of deposits and currency 
they create. But this option is not peculiar to banks: other intermediaries 
can stimulate demand for their debt if they stand ready to accept a re- 
duced markup on the securities they create and sell relative to the 
securities they buy. The banks can restore the money supply, but the 
cost is both a decline in their status relative to other financial inter- 
mediaries and a reduction in earnings. 


The banks may choose to live with excess reserves rather than pay 
higher prices on primary securities or higher yields on their own debt 
issues. . . . With their competitive situation improved, non-monetary 
intermediaries have stolen away from the banking system a share of 

~ responsibility for sustaining the flow of money payments. . . . They have 
reduced the size of the banking system at the given income level, both 
absolutely and relatively to their own size, and their gain is at the 
expense of bank profits.?? 


" Ibid., p. 262. In this example, and also elsewhere, the authors begin by assuming 
that the public decides, for no specific reason that is given, to shift from holding cash 
balances to holding obligations of intermediaries. “Suppose that savings and loan shares 
become more attractive relative to bank deposits, resulting in an excess supply of money” 
(ibid., p. 263). There is no doubt that such a shift in investor behavior is expansionist, 
but this is true of a decision of investors to shift out of money and into any type of 
debt or physical asset (a fact that reflects, in itself, the unique position of money in 
the system). It is not obvious that such a shift is more likely to occur from money to the 
obligations of intermediaries than to other types of investment assets or that its effects 
are different in the two cases. 
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This does not seem to show that commercial banks cannot “create credit” 
in the sense in which it has been supposed that they could create credit, in 
connection with their demand deposit function. Under unusual conditions a 
lack of suitable debt for banks to acquire, rather than a lack of reserves, may 
be the limiting factor on expansion of bank credit; it is common to point to 
the 1930’s as an example of this.** However, it seems clear that ordinarily 
changes in the volume of bank credit are caused mainly by changes in bank 
reserve positions. They are not ordinarily caused by changes in the supply of 
debt available for banks to buy brought about by changes in the supply of 
demand deposits relative to the demand for them. 

If it could be argued successfully that the banks can only issue that volume 
of money that the public wants to hold (in some sense), this would appear to 
mean that expansion of bank credit cannot be a destabilizing force in the 
economy. Such a view would be difficult to square with our experience, which 
provides plentiful examples of inflationary booms caused by overexpansion 
of bank credit. Specifically, such inflationary expansions of bank credit are 
not brought to a halt by the failure of bank profits because of the low interest 
rates brought about by the redundant money supply (which is the controlling 
mechanism implied in the passage quotea above, as I understand it). Within 
a framework of static analysis, such a relationship may seem reasonable, but 
in the real world, where other things are mot held equal, an increase in the 
money supply may or may not reduce interest rates. The effect of an increase 
in bank credit in increasing the flow of expenditures, spending incentives, and 
the demand for funds can more than offset its effect in increasing the supply of 
loan funds. Periods of inflationary bank credit expansion can be periods of 
high interest rates. 

Looking at the authors’ argument in another way, what it seems to imply 
is that the supply of debt to banks is so inelastic that they are forced to limit 
themselves to the holding of only some externally determined volume, since 
an attempt by them to acquire more would force yields down so severely as to 
damage their profits. Our experience does not seem to justify either part of 
this argument, that is: (1) The supply of debt to banks, including open- 
market debt that they hold in competition with other investors of all types, 
does not seem to be nearly so inelastic as this argument requires. (2) Even if 
banks in the aggregate had a profit incentive to keep their deposits and eatn- 
ing assets below the level permitted by available reserves, there is no evident 
mechanism whereby this would influence the decisions of individual banks, 


% What is relevant is availability of suitable debt. The total amount of debt in the 
economy that would be potentially available if banks were willing to purchase it is so 
great that any absolute shortage of debt for them to acquire is inconceivable. The 
problem of the 1930’s was one of imbalance in the structure of outstanding debt; an 
unusual shift in the debt structure had sharply reduced the supply of liquid short-term 
debt. The eagerness of banks to increase their holdings of such debt was evidenced by the 
fact that they bid yields on it down close to zero. The situation could have been cor- 
rected and the money supply made responsive to changes in bank reserves by a federal 
debt-management policy that insured the availability of a sufficient volume of short-term 
government debt for banks to acquire. This interpretation of the experience of the 1930's 
is developed in my article, “The Term Structure of Interest Rates,” Quart. Jour. Econ., 
Nov. 1957, LXXI, 485-517. 
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which undoubtedly act competitively in relation at least to open-market debt. 
None of these arguments, thus, seems successfully to contradict the orthodox 
doctrine. In the sense in which it has been supposed that commercial banks 
can create credit, they can create credit. In the sense in which it has been 
supposed that they are unique, they are unique. If Gurley and Shaw were 
right in saying that commercial banks and financial intermediaries were func- 
~ tionally identical, this would support their suggestion that the same general 
type of control ought to be applied to all of them.** If they cannot sustain this 
argument, we must hold to the familiar view that the distinctive properties of 
commercial banks call for special controls over them. 


Il. “Direct Debt”-“Indirect Debt” or Liquidity-Illiquidity? 


The novelty of the Gurley-Shaw argument seems to stem largely from the 
fact that the authors analyze the effects of financial assets in terms of the 
‘dichotomy of “direct debt” and “indirect debt” rather than, as is usually done, 
on the basis of a grouping of assets according to their liquidity. The validity 
of their interpretation of long-run trends in the structure of financial institu- 
tions, their theory of interest, and their conclusions regarding monetary policy 
rest upon the concepts of “direct debt” and “indirect debt.” 
“Indirect debt” is defined as including obligations of all “financial inter- 
~ mediaries” including banks; thus it includes demand deposits. “Direct debt” 
~ includes all debt other than that of “intermediaries.”** The usual approach 
to financial analysis would undertake to rank assets according to the role that 
they play in the financial position of the holder—mainly according to their 

~ liquidity—irrespective of whether the assets are those of intermediaries or of 
other debtors. The underlying question is basically a factual one: Does the 

~ effect of a given type of financial asset on the behavior of the holder depend 
upon whether the asset is created by an intermediary or by another debtor, or 
does it depend upon certain characteristics of the asset itself, mainly its liquid- 
ity? A related question is whether it is appropriate to throw demand deposits 
into the same category with all other “indirect debt” or whether their position 
in the economy is so distinctive as to merit for them a special place in the 
analysis. 

The approach of the authors to analysis of the effects of obligations of in- 

-termediaries is to ask whether they are substitutes for money or for other 
types of financial assets.?* This is one valid approach to the problem. In order 
to justify using the concepts of “direct debt” and “indirect debt,” then, the 
authors must show that all types of obligations of intermediaries substitute for 
money to a greater degree than do all types of “direct debt.” Indeed, to justify 
completely the use in quantitative analysis of a concept of “indirect debt” by 
which demand deposits are lumped on the same basis as all obligations of in- 
termediaries, they would have to show that all types of “indirect debt” substi- 
tute perfectly for money. 

The authors state that: ‘In view of the increasing variety of financial assets, 


* “Aspects,” pp. 537-38; “Financial Growth and Monetary Controls.” 
* “Aspects,” pp. 518-22, 530-38; “Intermediaries,” pp. 259, 265-66, 269-71. 
* See “Aspects,” pp. 527-28, 533; “Intermediaries,” pp. 261, 264, 266. 
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it does seem appropriate to abandon liquidity as the pivotal factor in interest 
theory.”” Their reliance on the “direct-debt” “indirect-debt” framework 
would ina.cate that they in fact have abandoned liquidity entirely as the basis 
of their analysis; it seems obvious that if one wanted to break financial assets 
into two categories according to their liquidity (or liquidity plus some other 
specific characteristic) he would not do it in this way.’* Just what principle 
the authors visualize as underlying their system of classification of financial 


assets does not seem clear. They assert that there is a “diversification demand” 


for “indirect debt,” and that if too much “direct debt” accumulates in rela- 
tion to the amount of “indirect debt” interest rates will rise. But the under- 
lying question is why people should be concerned with the relative propor- 
tions of “direct debt” and “indirect debt” as such; what need or motive causes 
this concern?’® There is a definite logic behind liquidity analysis: the logic 
behind “diversification demand” does not seem clear. 

I do not see how the realism of the “direct-debt” “indirect-debt” framework 
can be defended. It is well known that some types of “direct debt” and “in- 
direct debt” that are in the same liquidity class are treated by people 
close substitutes. Treasury bills, time deposits, savings bonds, and savings . 
loan shares substitute for one another and are among the closest substitu: 
for cash balances. Common stocks, bonds, and shares in mutual funds substi- 
tute for one another, but not to any considerable extent for money balances. 

, It is well known that Treasury bills, a type of “direct debt,” are considered 
by a large class of investors as one of the closest substitutes for money. On 
the other hand, it is obvious that there is little substitutability between such 
types of “indirect debt” as demand deposits and equities in retirement sys- 
tems and between such types of “direct debt” as Treasury bills and specula- 
tive common stocks. The question at issue is, indeed, a factual one, and our 
knowledge is not perfect. But it seems clear that the “direct-debt” “indirect- 
debt” framework does not correspond to the distinctions actually made by 
asset holders. The usual analysis based upon liquidity, whatever its limita- 
tions, is more realistic than this. 

It might well be argued that the usual liquidity approach is too narrow 
and that, perhaps in part because of irrational investor behavior, some finan- 


* “Aspects,” p. 527. 

* Nevertheless, the authors sometimes do use the liquidity criterion, and even imply 
that the difference between “direct debt” and “indirect debt” is a liquidity difference. 
“Direct debt” is identified with “illiquidity” in “Aspects,” p. 530. On the other hand, 
in observing that “short-term public debt may displace money, and debt management 
may displace monetary controls” (ibid., p. 535), the authors use liquidity analysis in a 
way that conflicts with their own system (in making a type of “direct debt” a close 
money substitute). 

*The authors point out that obligations of intermediaries may include services: They 
are “also competitive with money narrowly defined, offering less in liquidity perhaps but 
offering as well security, interest, insurance, and other services” (ibid., p. 527). It is 
evident that the special features of obligations of intermediaries, the services embodied 
in them, serve to make them attractive to the public. It is not apparent, however, that 
they cause these obligations to be held in the place of money rather than of other 
financial assets. 
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_cial assets actually serve as substitutes for money to a greater degree than 


would be indicated by their liquidity; thus, some adjustments might be sug- 
gested in our rankings of assets according to the degree to which they substi- 
tute for money.” Doubtless evidence could be found to support some such 
revisions. But it is clear that this is not what the authors are suggesting. Such 
an argument would not seem to justify the “direct-debt” “indirect-debt” 
frar iework or the authors’ policy conclusions. To assert that more attention 
ought to be paid to changes in the volume of certain obligations of inter- 
mediaries that are liquid and serve as substitutes for money—this also would 
not be unorthodox, and surely it is not what the authors mean to say. 

It does not seem possible to make the “direct-debt” “indirect-debt” frame- 
work more realistic without losing what is distinctive about the authors’ anal- 
ysis. It is not a question of using a less simple framework and disaggregating: 
“direct debt” and “indirect debt” cannot be disaggregated. If the important 
characteristic of a financial asset is whether or not it is “intermediated,” there 
are only two types of financial assets. 

If one undertakes to improve the concepts of “direct debt” and “indirect 
debt” by recognizing that the various types of “indirect debt” differ greatly 
in their ability to serve as a substitute for money, and that none of them (and 
no “direct debt”) is a perfect substitute; if one admits that the various types 
of “direct debt” differ similarly from one another; if one agrees that some 
forms of “direct debt” substitute as closely for money as any forms of “ 
direct debt”—if in the interest of realism one undertakes to give effect re 
these distinctions, where does he find himself but back with something like 
the conventional analysis? He cannot interpret financial developments on the 
basis of changes in the relative amounts of “direct debt” and “indirect debt.” 
He cannot argue that the objective of government financial policy is to con- 
trol the total volume of “indirect debt.” The unrealism of the authors’ analy- 
sis of financial assets appears to be not an incidental matter, but the basis of 
their unorthodox theory and conclusions. 


III. Applications of the Gurley-Shaw Theory 


The authors’ main applications of their theory, other than to questionxs of 
economic policy, are to analysis of the long-run rate of growth of commercial 
banks and to changes in long-term interest rates. 

The “retrogression” of commercial banks. Gurley and Shaw argue that the 
commercial banking system has “retrogressed,” that “banks have lagged be- 


* One factor that the authors bring up is the role of insurance in obligations of some 
intermediaries. I should think that the increasing use of insurance (including that implicit 
in pension systems) is better taken into account, not by treating the reserves of insurance 
companies and pension systems as a money substitute, but rather by considering these 
systems as among the many institutional, social, and economic factors affecting the needs 
against which people find it appropriate to protect themselves by the holding of various 
types of financial assets. There are two reasons: (1) The size of insurance reserves is a 
poor measure of the protection afforded by the insurance system: pure insurance, such 
as term life insurance and health insurance, involves only small reserves. (2) In the 
absence of the insurance, most people would hold other financial assets rather than money 
against the risks involved. 
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hind the pace of general financial cevelopment,” and they suggest that this is 
likely to continue in the future.** Therefore, financial control through banks 
becomes less effective. This is one reason why similar controls should be ap- 
plied to other financial institutions.?* 

Whether one can accept this argument depends upon whether he accepts 
the Gurley-Shaw theoretical framework. The argument arises out of the 
authors’ theoretical innovations rather than new factual discoveries. If one 
agrees that commercial banks are functionally identical with financial inter- 
mediaries and that demand deposits play the same role in the economy as 
other types of “indirect debt,” then banks have retrogressed. They have 
grown pov some, and Ge all, intermediaries, On 


the economy as measured I by total caine debt or by 
national product, they have maintained or improved their relative position.” 

Gurley and Shaw argue not only that banks have retrogressed, but that 
their retrogression was caused by the rapid growth of intermediaries. The 
rapid growth of intermediaries meant that the increase in the money supply 
consistent with economic stability was smaller than it otherwise would have 
been, and thus the growth of banks was restricted (by the central bank, or by 
the public through the mechanism discussed above). Again, on the basis of the 
Gurley-Shaw theoretical framework, this is plausible (though in interpreting 
the past it is not realistic to assume that economic stability always was main- 
tained, or that changes in the money supply carried the full burden of such 
stabilizing force as was exerted). However, if one does not accept the Gurley- 
Shaw theoretical framework, he must have reservations. He would agree that 
disproportionate growth in the liquidity-enhancing services of savings banks 
and savings and loan associations could tend to some extent to reduce the 
money supply consistent with a given income level, but he would want to 


™ “Aspects,” pp. 515, 522-23; “Intermediaries,” pp. 260-62, 269, 273-76. 

* “Aspects,” pp. 536-38. 

*The ratio of demand deposits and currency to gross national product, despite its 
decline since the end of the war, remains larger than ‘uring the 1920’s, and apparently 
larger than in any earlier period. The data given by Gurley and Shaw on the behavior 
of the money supply as they define it (including time deposits at commercial banks, which 
have grown less rapidly than demand deposits since the 1920’s) indicate that it was larger 
in relation to total outstanding debt during the postwar period than at any earlier time 
and as large in relation to income as during any period except the preceding ycars begin- 
ning with the 1930’s (“The Growth of Debt and Money in the United States,” p. 258). 

Thus if monetary policy is most effective when the money supply is large in relation 
to other financial magnitudes, we might argue that monetary policy should have been 
more effective during recent years than during most of our history, and that it should 
have been unusually effective during the 1930’s. A more convincing argument probably 
can be made to the opposite effect, viz. that monetary policy is most effective when the 
economy does not have excess liquidity and when money balances are being intensively 
utilized. Actually, what is relevant is not the size of the money supply as such, but the 
potential responsiveness of the economy to such short-run variations in the money supply 
as it it is feasible to produce by monetary policy. This depends upon a good many factors. 
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treat this in the same manner as disproportionate increases in the supply of 
Treasury bills and savings bonds, which are quite left out of account in the 
Gurley-Shaw analysis. On the other hand, he might want to argue that dis- 


_ proportionate growth in the assets of a financial intermediary such as the so- 


cial security system, a compulsory retirement system applicable to low-income 
groups, would tend to increase rather than decrease the money supply con- 
sistent with a given income level: it is generally believed that the net effect 
of the early growth in assets of such a system is contractionist rather than 


expansionist in its effect on the economy. In the framework used by Gurley 


and Shaw, the assets of the social security fund serve as dollar-for-dollar sub- 
stitutes for money: both are “indirect debt.” Analysis within the conventional 
framework would seem to lead to an interpretation of the past behavior of the 
money-income ratio quite different from the one that results from use of the 
“direct-debt” “‘indirect-debt” approach. 

One who did not accept the Gurley-Shaw theoretical framework would not 
be disposed to agree that banks have “retrogressed”’ in a sense that is mean- 
ingful or that raises important problems for monetary theory or policy. That 
is not to say that he would not want to keep account of changes in the volume 
of close money-substitutes created by financial intermediaries, by the Treas- 
ury, and by private borrowers, and of the possible need to use debt manage- 
ment policy and perhaps other measures to offset any unstabilizing variations 
that occurred in the volume of highly liquid debt in the economy. 

The Gurley-Shaw theory of interest..The authors advance and put to a test 
a theory that explains changes in long-term interest rates as the consequence 
of variations in the relative amounts of “direct debt” and “indirect debt.” The 
public is represented as having some “desired direct finance ratio” that can be 
assumed not to change significantly when averages for cycles are considered. 
When the actual “direct finance ratio” is large (which means that it is larger 
than the “desired direct finance ratio”), long-term interest rates rise, and 
when it is low they fall. The theory is supported by a finding that for the 
period 1898-1930 (more recent periods were not tested) there is a very high 
correlation between actual “direct finance ratios” and changes in long-term 
interest rates (averages in each case for 3- to 7-year periods each of which is 
supposed to include a cycle).** 

Unfortunately the fact that A and B are closely correlated does not neces- 
sarily prove that changes in A are caused by changes in B, or that changes in 
B are caused by changes in A. In this case, I do not believe that we could 


~ accept the Gurley-Shaw theory as presently formulated, even if the extension 


of their test to include the 25 years that have passed since the period on which 
this correlation is based produced equally favorable results. Their theory con- 
flicts with some things that are quite as factual and relevant as the data on 
which their correlation is based. 

A basic difficulty with this theory is that it requires that the volume of 
obligations of intermediaries be determined externally, so that people can find 


™* “Tntermediaries,” pp. 269-71. 
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themselves with a greater or smaller volume than they want to have. In fact, 
the volume of such obligations is determined quite immediately and directly 
by the holders of them. Most intermediaries (compulsory pension systems 
are an exception) cannot maintain outstanding any more of their obligations 
-than people want to hold, nor would they keep the volume below what people 
want to hold. They are responsive to coustomer demand, and within rather 
wide limits the terms on which they are willing to offer their obligations are 
little affected by the volume of demand for them. Thus, it does not seem that 
short-run changes in interest rates can be explained by changing discrepancies 
between the desired and the actual “direct finance ratio.” It does not seem 
possible for such a discrepancy to exist (except in the case of demand deposits 
and compulsory pension systems). 

A second type of problem, as suggested above, is that the “direct-debt” 
“indirect-debt” framework is inconsistent with a weighty body of evidence 
on the motives that govern individuals and institutions in allocating their 
funds to alternative financial assets. If there were no major shifts in the 
internal composition of either “direct debt” or “indirect debt,” we might still 
be able to make something of an analysis using them because of a probable 
difference between the two types of obligation in average liquidity, or sub- 
stitutability for money. In fact, however, the average composition of the 
categories has changed significantly in the short run. For example, in the 
1928-30 period an unprecedented decline in the relative position of the 
banking system was largely offset in its effect upon the total “indirect finance 
ratio” by an equally unprecedented increase in the relative importance of 
investment companies. The short-run substitutability of bank deposits and 
shares in investment companies being what it is, it is difficult to believe that 
this sort of shift is without significance. Similarly, if the analysis were extended 
up through the depression and war periods to the present, one would want 
to take account of the effects upon financial positions, the interest-rate 
structure, and long-term interest rates, of debt management operations shift- 
ing liquidity of the government debt. But within the authors’ framework 
such changes in the composition of “direct debt” cannot be taken into ac- 
count. 

As an example of the interrelations among the variables affecting interest 
rates, which are such that the correct line of causation cannot readily be in- 
ferred from the existence of a correlation, we could take the periods 1915-21 
and 1922-24, the two extreme points in the scatter diagram, upon which the 
authors’ correlation depends rather heavily.”> The Gurley-Shaw theory asserts 
that long-term interest rates rose during the 1915-21 period because people 
were getting less than their usual proportion of “indirect debt” in relation 
to “direct debt.” A more orthodox explanation would be that the rise in 
interest rates was caused mainly by the unusually rapid increase in the volume 
of outstanding debt associated with the financing of the first world war. The 
“indirect finance ratio” presumably fell because an unusually large proportion 
of the new debt was government debt, which people were willing to hold 


* Ibid., p. 273. 
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directly, and because the distribution of wartime saving and securities pur- 
chases was what it was. Similarly, during the succeeding period, the adjust- 
ment from the financial conditions of the war period together with the rela- 


’“tively slow increase in outstanding debt could explain both the high “indirect 


finance ratio” and the decline in interest rates. Undoubtedly, the true explana- 
tion of interest rate changes in these years is not as simple as this; the example 
may serve to suggest that it is probably both more complex than and different 
from what Gurley and Shaw have argued.” 


IV. Conclusions 


The theoretical innovations upon which Gurley and Shaw have built their 
argument are radical. If we accept them, we should undertake a drastic 
reconstruction of banking theory, debt management theory, financial analysis, 
and the theory of economic stabilization. I cannot, however, see that Gurley 
and Shaw justify their theoretical innovations by the arguments and the facts 
that they adduce in these articles; indeed, the effort that is given to attempting 
to support them is scarcely proportionate to their importance or to the accumu- 
lated weight of argument on the other side. If the authors would continue 
to build on their unorthodox theory, they should offer a more thoroughly 
worked out position in support of it. 

On the other hand, if the authors cannot convince us of the validity of 

~ their theoretical innovations, their main argument and conclusions are untena- 
ble. Then, the banking system has not “retrogressed.” Special quantitative 
control over the volume of demand deposits continues to be indicated. There 
is no reason to apply the same type of control to obligations of intermediaries, 
or to attempt to control the volume of “indirect debt” as such. 

I am not arguing that present monetary theory is perfect, that liquidity 
theory can stand no revision, or that the activities of intermediaries are with- 
out relevance to the problem of economic stabilization. There is no denying 
that financial analysis must go beyond the money supply and take account 
of changes in the structure of outstanding investment assets, including obliga- 
tions of intermediaries. The question is whether the Gurley-Shaw theoretical 
framework is a valid basis for the inquiry, and is an improvement over our 
accustomed tools of analysis. It seems to me that, on the contrary, it repre- 


sents a step backward. 
J. M. CuLBertson* 


*In “The Growth of Debt and Money in the United States,” the authors use their 
theory as the basis for a model of long-run money growth, which they test against past 
United States developments. Evaluation of this analysis would be a separate job and is 
not attempted here. I do not believe that the authors’ findings in this paper can be argued 
to establish in any definite way the validity of the theoretical concepts under discussion 
here, although the paper does provide another example of an analysis based upon their 
theory that is consistent with a certain body of data. 

*The author is assistant professor of commerce at the University of Wisconsin, This 
paper was written while he was a member of the staff of the Board of Governors of the 
Federal Reserve System, and he wishes to express appreciation for many helpful criticisms 
from other members of the staff. The paper expresses the personal views of the writer. 
and reflects in no way the views of the Board of Governors. 
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THE AMERICAN ECONOMIC REVIEW 
Reply 


Culbertson’s main points appear to be: (1) we fail to treat money as a 
unique financial asset; (2) our concepts of direct debt and monetary and 
nonmonetary indirect debt are unrealistic, theoretically inept, and inferior 
to the concepts of liquidity and illiquidity; (3) our theory of interest rests 
on the objectionable division of assets and debt into direct and indirect forms, 
and it assumes disequilibrium positions, which rarely appear, in the market 
for the obligations of nonmonetary financial intermediaries; (4) we do not 
appreciate the unique position of commercial banks among financial institu- 
tions; and (5) in view of the above failings, our suggestion for extending 
controls over indirect debt generally is unsound. Our comments follow this 
order. 

1. Money is unique in the sense that no other financial asset is exactly like 
it. But as much, or rather as little, could be said for any financial asset. The 
important consideration here for monetary, interest, and price-level theory 
is how the demand for money is affected by demand for and terms of supply 
of other financial assets. And on this point we share the general belief with 
Culbertson that money has many close substitutes. He cites as examples 
treasury bills, time deposits, savings bonds, and savings and loan shares. To 
the extent that such substitutes are available, then, the demand for money 
is less than it otherwise would be. This is the essential point: the “uniqueness 
of money” is a red herring. 

2. The manner in which financial assets are to be grouped or ranked de- 
pends on the problem. A way of grouping financial assets that is appropriate 
for one array of problems does not preclude other ways that bear on different 
problems. Our main interests are in analyzing the relationship between real 
growth and financial growth, in isolating the function of intermediation for 
special study, and in considering the relative roles during the growth process 
of monetary and nonmonetary intermediaries. Since the accumulation of 
direct (or primary) debt almost inevitably accompanies real growth, and 
since a principal function of the monetary system and other financial inter- 
mediaries is to purchase direct debt from and issue indirect debt to non- 
financial spending units, the framework of direct and indirect debt seems 
admirably suited to our interests. 

We do not object to other schemes for classifying financial assets. The 
difference between equity and debt, ambiguous though it is, can be useful in 
studying business organization, business incentive and motivation, or stability 
of business income and spending. The difference between short-term and long- 
term securities, arbitrary as it is, is relevant to study of the interest-rate 
structure. A ranking of financial assets along a liquidity spectrum may be 
useful in explaining asset-holders’ behavior on the commodity markets, which 
may or may not be the problem Culbertson has in mind (he never says) when 
he advocates such a procedure. All of these methods can be useful, but to 
imply, as Culbertson does, that one has to settle once and for all on money- 
bonds, liquidity-illiquidity, direct-indirect, or some fourth or mth grouping 
and stick with it through thick or thin without stipulating the purpose for 
which it is used, is to miss the mark completely. 
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Our classification implies that we are interested in relative supplies of direct 
and (monetary and nonmonetary) indirect debt and in the public’s choice 
between these financial assets. On what basis is this choice made? With a 
few reservations (e.g., “irrational behavior”), Culbertson believes that it is: 
made solely on the liquidity-illiquidity basis. We disagree. The term liquidity 
preference suggests that allocations of funds to money balances are determined 
by the marginal advantage of liquidity over illiquidity. But in highly differ- 
entiated security markets, this is only a part of the story. As we have used 
the term, diversification (which is “portfolio balance” for others) is meant 
to call attention to the fact that money is not desired just because it is more 
liquid than something else, and other financial assets are not desired simply 
because their illiquidity has been overcome by the bond rate of interest. 
Rather, a particular stock of money is wanted because the marginal dollar 
in money balances provides more utility, in terms of liquidity, than the same 
marginal dollar would provide, when invested in other financial assets, in 
terms of income, liquidity, corporate control, patriotic satisfaction, insurance, 
or dozens of other portfolio attributes. Liquidity preference does not do justice 
to the complexities of choice between money and more or less highly differ- 
entiated financial assets. 

After all, economists do not reason so narrowly when it comes to the 
allocation of funds in other ways. They do not have an “intoxication-prefer- 
ence” theory of liquor; a dollar may be allocated to liquor because of its 
capacity to intoxicate, but if instead the dollar is allocated to clothing it is not 
because the price of clothing has overcome the lesser ability of clothing to 
intoxicate. “Intoxication preference” would not do justice to the intricacies of 
consumer choice in allocating the consumption budget, and by the same token 
liquidity preference falls short of explaining how much money is desired in 
financial portfolios. 

We group financial assets to fit our problems and then explain the public’s 
choices on the basis of the many attributes—liquidity being only one—that 
highly differentiated financial assets have. Direct debt may become more 
or less attractive, for many reasons, relative to monetary or nonmonetary 
indirect debt. A changing mixture of direct debt hence can affect demands 
for indirect debt and so the growth of financial intermediaries. That we have 
taken this into account is both acknowledged and denied by Culbertson 
(pp. 129, 130 and note 18). Moreover, the usefulness of our framework, for 
studying the conformation of financial growth, does not require, as Culbertson 
insists, that the public think in terms of “direct” or “indirect” assets. People 
choose between assets according to their (explicit and imputed) yields and 
prices and, accordingly as this choice favors assets we choose to call indirect, 
financial intermediaries experience relatively rapid growth. Culbertson credits 
liquidity-preference analysis with “definite logic,” though he would hardly 
be prepared to allege that the terminology of liquidity-preference analysis 
was taken over by economists intact from the market place. 

When indirect debt is broken into its monetary and nonmonetary com- 
ponents, it is clear that the public’s choices between direct and indirect assets 
have significant consequences not only for financial intermediaries generally 
but also for the monetary system. Depending on the relationship between 
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direct debt, nonmonetary indirect debt, and money—whether they are substi- 
tutes, complements, or unrelated goods—an increase in the supply of the first 
two lowers, raises or does not affect the demand schedule for money. If one 
is interested in explaining the growth of all financial intermediaries including 
the monetary system, as real growth generates direct debt, our tripartite 
framework is useful whatever the relationships among the three assets. Cul- 
bertson is wrong, then, in saying, “In order to justify using the concepts of 
‘direct debt’ and ‘indirect debt,’ then, the authors must show that all types of 
obligations of [ponmonetary] intermediaries substitute for money to a greater 
degree than do all types of ‘direct debt.’” If this special relationship did 
hold, it would mean one thing for the growth of the monetary system and 
of other financial intermediaries. Other possible relationships, including 
complementarity between money and nonmonetary indirect debt, would yield 
other results. The usefulness of the analytical framework does not depend 
on any particular set of relationships, as we attempted to point out in “Aspects” 
(pp. 528-29). 

3. Culbertson offers two criticisms of our comments on the theory of 
interest. To make these clear, suppose that there are four goods in the econ- 
omy, commodities (A), direct debt (B), money (C) and nonmonetary indirect 
debt (D). Interest theory bears on the price of B. Culbertson’s first argumeni 
is that the A-B-C-D framework is unrealistic because the composition and 
average liquidity of B and D change over time, and these changes cannot be 
taken into account within our framework. Since we have taken them into 
account in our published work, though no doubt imperfectly, and since Cul- 
bertson is aware of the fact in some degree (note 18), we turn to his second 
argument.* 

The second argument is that shifts in demand schedules for D, or changes 
in amounts demanded as a result of shifts in supply schedules, cannot lead 
to excess demands or supplies at prevailing yields in B and C unless the market 
for D moves into disequilibrium (p. 130). And since issues of D are apparently 
tap issues, this market cannot be in disequilibrium, Hence changes in amount 
of D demanded cannot affect the rate of interest on B—or the price level on 
A. This argument misses the point that an increase in demand for D may be 
partly at the expense of money and so create an excess supply of money (and 
an excess demand for direct debt, as nonmonetary intermediaries bid for it), 
even though the market for D is in equilibrium.? Given a budget restraint on 
the public’s acquisition of financial assets, an excess supply of money and 


* Reference to changes in the quality of direct securities and to the impact of such 
changes on demand for money may be found not only in Culbertson’s own citations to 
our work but also, for example, in “The Growth of Debt and Money in the United 
States, 1800-1950; A Suggested Interpretation,” Rev. Econ. Stat., Aug. 1957, XXXIX, 
252 and 259. Studies nearly ready for publication explore this matter at length. The article 
cited above is even more explicit on the subject of changes in the quality of nonmonetary 
indirect debt. See, for example, pp. 252, 255, 259, and 261. 

? Under given conditions of equilibrium on markets for goods and bonds, let the demand 
for money be $100 and the demand for savings and loan shares nil. Assume a shift to 
the left in the money-demand function, a shift to the right in demand for shares so that 
money demanded is $90 and shares demanded are $10. Money-holders turn the $10 in 
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an excess demand for bonds may “originate” in D when that market is in 
partial equilibrium.® 

4. Culbertson claims that commercial banks are unique among financial 
institutions in several ways. First, they create money. We have to agree with 
that. Second, they create loanable funds, while other financial intermediaries 
are mere middlemen in this respect. As Culbertson defines loanable funds, 
we also have to agree with that. His account of how banks create loanable 
funds—“acquiring additional debt by creating demand deposits” (p. 121)— 
is only a reiteration of the first point above, that banks create money. What- 
ever the combination of words one uses to make the point, banks do create 
money. 

But something more than semantics is involved here. Culbertson considers 
it a piece of whimsy on our part that we define loanable funds as savings, in 
the sense of income earned and not spent on consumption, of an increase in 
savers’ net worth and of an increase in their net financial assets. He prefers 
the conception that loanable funds are payments of money to investors in 
capital goods. These payments, for which investors issue direct debt, derive 
from two sources. One is “private act[s] of saving” (p. 122), and money flow- 
ing from this source may flow directly from saver to ultimate borrower or 
indirectly through nonmonetary financial intermediaries and bank time- 
deposit departments. The second source of moneyflows to investment is money 
creation by the banking system, through its demand-deposit departments, 
on its own initiative and with no by-your-leave to any saver. This definition, 
Culbertson indicates, is a piece of “existing banking theory” (p. 122), and we 
regret that he is probably quite right in thinking so. 

In Culbertson’s image of the saving-investment process, saving is the act 
of paying out money, and savings are decreases in money balances accom- 
panied by accretions of nonm.onetary assets. One saves by getting rid of 
money, and money rejected by savers plus money created by banks are the 
loanable funds that finance investment. 

If we interpret Culbertson correctly, that the saving process which finances 
investment consists of replacing money balances with “nonmonetary debt” 
(pp. 121, 122), it must be concluded that his views on saving are disastrous for 
monetary theory and are incompatible with income and employment theory. 
On his rule that savers repel money, holdings of money can be no part of 


money balances over to the savings and loan associations, receiving in return $10 in 
shares. The public’s demand for bonds is not changed; the banks’ demand for bonds is 
not changed; but the savings and loan associations express a demand of $10 for bonds 
(assuming the associations wish no reserves) that is excess demand at the initial bond 
rate of interest. The market for shares is continuously in partial equilibrium, but it 
“originates” a general disturbance in markets for money, bonds, and possibly goods. 

* Culbertson advances a third line of attack against our views on interest theory by 
comparing our interpretation of interest-rate behavior in 1915-1921 with a “more orthodox 
explanation” (p. 130). The rise in rates over these years he attributes to “the unusually 
rapid increase in the volume of outstanding debt.” We are wondering how this version 
of “orthodoxy” would account for the fall in rates during 1940-1945 when the volume 
of outstanding debt rose even more rapidly. For a monetary economist, Culbertson is 
remarkably reticent about the role of monetary policy as it affected interest rates in 
1915-1921. 
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the desired increments in net financial assets that balance excesses of income 
over consumption. Savers do not want money, and investors want it only 
to pay it out on the commodity markets. In short, there is no demand for 
money, and all money is excess money. In their own distinctive ways, J. B. 
Say and J. M. Culbertson have wrought havoc with the money-demand func- 
tion. Say would have savers content with any amount of real balances. Cul- 
bertson would have savers demand no real balances. According to the earlier 
of these landmarks of monetary theorizing, the price level is indeterminate: 
according to the latter, money is desired by neither savers nor investors, there 
is no demand for money, money is valueless, and the price level is infinite. 

The profession of economics has two conceptions of the saving-investment 
process. In income and employment theory, savings are a difference between 
income and consumption, a rise in savers’ net worth, a gain in their net finan- 
cial assets. The net financial assets are tickets of participation in investment, 
supplied to savers by investors. On this definition, savings may take the form 
partly or wholly of increases in money balances (one variety of ticket for 
savers to accumulate), and the monetary system as an intermediary transmits 
real purchasing power over current output (mot money balances) from savers 
to investors. This is the conception of saving-investment that Culbertson, with 
us in mind, dismisses as “their terminology” (p. 122). In Culbertson’s “existing 
banking theory,” savings are decreases in money balances of savers and in- 
creases in savers’ nonmonetary financial assets, and the monetary system has 
unlimited power to enlarge the flow of money to investment. In the former 
view, savings are always equal to investment ex post, and there may be 
equality ex ante when the money supply is rising, falling, or unchanged. In 
the latter, savings are equal to investment only when the money supply is 
valueless. “Existing banking theory,” one gathers, has not been touched by 
developments in income and employment theory these past twenty years 
and more. For so long as savings are interpreted by (financial) economists 
as increases in any asset but money, and by (income-employment) economists 
as the margin between income and consumption, little progress can be expected 
in relating the world of finance to the world of goods. 

Culbertson offers a second reason for thinking that the banks are unique. 
They are not inhibited by “the public’s decisions about holding demand de- 
posits” (p. 123). True intermediaries, on the contrary, “cannot control the 
volume of their outstanding obligations” (p. 120), and the total of their debt 
is determined for them by savers. In short, there is no relevant demand 
function for money and no relevant supply function for other indirect financial 
assets. 

As a monetary economist, Culbertson is impelled to qualify the dictum 
that demand for balances is irrelevant to the money supply. It is not relevant 
in a «ay that is “direct” or “immediate” or “natural,” and it is not determin- 
ing uniess the central bank is “omniscient” (p. 123). “In a sense,” the au- 
thority’s choice of a price level and the public’s choice of balances at that 
price level inhibit the banks, but then the “mechaziism” of inhibition is not 
the same as that to which other intermediaries are subject. The authority’s 
choice of price level and the public’s choice of balances at that price level 
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indicate the money supply that the banks “ought to create . . . but this is 
quite another matter” (note 9). It worries Culbertson that his logic deprives 
the market for money of a demand schedule, but he does not retract the view 
that banks are unique in being able to create as much money as they like. 

It worries Culbertson, too, that his contrasts between banks and other 
intermediaries deprive the market for the latter’s debt of a supply schedule. 
After stating categorically that intermediaries “cannot control the volume of 
their outstanding obligations,” he adds, “although they can influence their 
sales, by altering quality of service, intensity of advertising, or profit margins” 
(p. 00). If this means anything, it means that the volume of debt produced 
by these intermediaries is determined by a supply as well as by a demand 
function and that the intermediaries are not, after all, mere taps to be turned 
on or off by the saving public. 

The supply function, then, is not wholly determining on the money market. 
The demand function is not wholly determining on the market for indirect 
financial assets. Moreover, Culbertson concedes, the latter assets can be 
substitutes for money (note 7 and p. 129), and their creation can result in ex- 
cess money. When Culbertson has finished with these concessions, what re- 
mains of his view that the banking system is unique and that our conception 
of the banking system is “radical”? 

A decade ago, when stabilization of long-term interest rates was the goal 
of monetary policy, it was frequently said that the Federal Reserve had “lost 
control” of the money supply. But it loses control in precisely the same way 
when it pursues a policy of price or output or employment stabilization. The 
money supply is a “tap” issue, adapted to a policy goal and to the demand 
for money in a way compatible with that goal. If the monetary system is 
unique, the reason cannot be that its output is independent of demand while 
the output of other intermediaries is controlled by demand. 

5. Under present financial arrangements, banks are subject to a form of 
control that is not applied, in peacetime, to other industries, financial or 
nonfinancial. One raw material, “reserves,” is rationed or allocated to the 
banking system. The input coefficient relating reserves to money output is 
specified, as a reserve requirement. These direct controls define production 
capacity which, the assumption goes, is always short of output that the banks 
would wish to produce: the banks are a “disequilibrium system.” Such con- 
trols may be familiar to the banking system alone in peacetime, but few 
industries escape them under wartime conditions. 

We have suggested that comparable direct controls should be applied to 
the supply function of other financial intermediaries. In some degree, the 
debt they create is a substitute for money. In some degree, hence, their 
expansion results in excess money. Perhaps such expansion can and should 
be restrained—by rationing of reserves and stipulation of a reserve require- 
ment, so that the entire brunt of protecting bond and commodity markets 
against excess demands will not be borne by the monetary system. 

Culbertson does not approve this suggestion. First, he interprets it to mean 
that we would exempt the banks from control, lifting the harness of direct 
controls onto other intermediaries (pp. 124, 131). That is not our position. The 
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banks can create excess money, and the fact that other intermediaries do it too 
is no excuse for lifting bank controls. 

Second, he interprets the suggestion to mean that, in our view, a dollar’s 
worth of expansion in any nonmonetary indirect financial asset has the same 
inflationary potential as a dollar’s worth of monetary expansion. That is not 
our position. Our proposed equation of demand for money explicitly provides 
for varying rates of substitutability between money and other financial assets, 
both direct and indirect. 

Third, he interprets our suggestion to mean that we would not be concerned 
with effects of the changing composition of direct debt on excess money 
(pp. 129, 130). We have repudiated this interpretation at an earlier juncture 
in the present paper. In fact, we consider public-debt management, held in 
high esteem by Culbertson, to be a prime illustration of the case we are 
making—and of the case that Culbertson is condemning—for financial con- 
trols in addition to monetary control. Replacement of Treasury bonds with 
Treasury bills tends to reduce demand for money, and complements easy- 
money policy. Funding does the reverse, and complements tight-money policy. 
It mystifies us that Culbertson should write so fondly of public-debt manage- 
ment and, at the same time, regard with horror the notion that management 
techniques should be applied to other assets than Treasury bills that displace 
money in some degree (pp. 120, 121). 

It may be appropriate, in connection with this discussion of debt manage- 
ment, to suggest that Culbertson is astride two theoretical horses in his essay 
and is riding rapidly in opposite directions. Through his page 124, a Treasury 
bill would not partake of the uniqueness of money. It would resemble a time 
deposit or a savings and loan share as a savings medium, with its volume 
outstanding depending on demand by savers. As a vehicle for matching 
planned saving with planned investment, it would be noninflationary in 
character. Since the public gives up money to get a Treasury bill, bill issue 
would be contingent on a private act of saving, a private act of abstention 
from demand for goods. On the first set of principles enunciated by Culbert- 
son, bill issue should be as free of management as issues of all other assets 
that do not qualify as money in the sense of means of payment. 

Culbertson mounts his second steed on page 125. Henceforth savers save 
by holding money as well as other financial assets. And money, no longer 
unique, differs from other assets only in the degree of its liquidity. Its 
“liquidity-enhancing services” (p. 128) place it at an extreme of the liquidity 
spectrum of assets, but this position is not so distinctive that such fairly 
close substitutes as Treasury bills should escape the network of financial con- 
trol. For Culbertson remounted, financial intermediaries create close money- 
substitutes (p. 129). And now he would “want to keep account” of changes in 
the volume of these substitutes and of the possible need for regulating them 
not only by public-debt management but by other devices as well. This is 
the horse that we too are riding. We welcome Culbertson aboard. 

Joun G. Gurtry 
E. S. SHaw* 


*The authors are, respectively, senior staff member of The Brookings Institution, and 
professor of economics at Stanford University. 
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General Economics; Methodology 


Mathematical Economics. By R. G. D. ALLEN. (New York: St. Martin’s 
Press. London: Macmillan. 1956. Pp. xvi, 768. $10.00.) 

Economists must be grateful to Professor Allen for the tremendous effort 
this book represents. The task it essays of presenting the major branches of 
economic theory as well as their associated mathematics is formidable indeed. 
It can be questioned whether this is a reasonable ambition for one book. 
Certainly there are some indications that what defects the book has arise 
from a canvas which is too broad. Nonetheless, there is no doubt that such 
a portmanteau volume will be extremely useful in spreading acquaintance with 
the subject matter among people who do not have the opportunity or the 
leisure to examine special texts in the particular fields. A large number of 
problems for the reader to solve are liberally sprinkled through the book and 
add substantially to its value. 

If I have major criticisms to make, they are, first, that there is an insuffi- 
cient attention to careful statement and scrupulous accuracy which irritates 
and, for the uninitiated, may mislead, and, secondly, there is some failure to 
remold the material as found in the literature so as to show more clearly the 
unity of subject and method which should result from the common focus on 
economic behavior in competitive markets. 

I have thought that the greatest service I could pay both reader and author 
would be to take up the chapters one at a time and mark the points of dis- 
agreement which I have found. The widespread use which the book is likely to 
have in graduate instruction for many years justifies this type of examination. 

Before launching into this enterprise, however, a brief initial survey of the 
field may be desirable. The message of the book is that there has been an 
impressive transformation of economic theory in recent years, mostly since 
the second world war, and a great expansion in the range of economic theory, 
especially that part of it which seems operational. There are three principal 
areas of development: aggregative theory along Keynesian lines, linear activity 
analysis of production, and game theory applied to market structures. In the 
first category fall the trade-cycle model of Samuelson, Goodwin, and Phillips, 
and the growth models of Harrod and Domar, as well as the static equilibrium 
models of Hicks and Modigliani. In the second category are Leontief’s input- 
output analysis, the linear programming of Dantzig, and the activity analysis 
of Koopmans. The third category should include von Neumann’s model of the 
expanding economy, much of the recent analysis of competitive systems by 
economists such as Arrow and Debreu, and the application of game theory to 
situations of duopoly and bilateral monopoly by Nash and Shubik. However, 
the third category is rather neglected in this book. Only the theory of games 
proper and the von Neumann model are presented. The exciting explorations 
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of properties of competitive equilibrium, its existence, uniqueness aspects, and 
optimality properties, are not considered. Allen deliberately leaves aside the 
theory of decision-making, which is closely allied to game theory, and all 
types of sector analysis, except for the Leontief model itself. In view of the 
already excessive bulk of the material to be presented, it is hard to quarrel 
with these last omissions. 

The discussion of dynamics in the first three chapters covers the single- 
commodity market, the multiplier, and the acceleration principle. The more 
complicated models of cyclical movement are reserved for later treatment 
following a series of chapters on difference and differential equations. In the 
first chapter, where the single-commodity market is treated, we find the 
traditional cobweb model and a discussion of dynamic stability along lines 
made familiar by Samuelson. An interesting feature of this discussion is the 
use of continuous models, which have continuously distributed lags, alongside 
the models with discrete lags. There is also a general discussion of distributed 
lags in anticipation of the more complex models of economic fluctuation de- 
signed by Phillips on which the emphasis in later chapters is very heavy. 
This discussion is somewhat marred by the particular form given to the 
continuous version of the cobweb. In the demand function the price and its 
rate of change appear with the same coefficient (p. 7), presumably negative. 
This means that a more rapid rate of price increase will reduce demand at a 
given price, an assumption which I find difficult to accept. There is also a 
paragraph or. general features of these simple dynamic models which analyzes 
the meaning of ex ante and ex post as they are used in the Swedish literature. 
I am not sure that these notions are much needed in the discussions which 
follow. 

In the second chapter simple Keynesian models like those of Hicks and 
Modigliani in which the multiplier is a central feature are described at some 
length. These are highly aggregated general equilibrium models which contain 
a commodity market, a money market, and a labor market. Commodity de- 
mand is divided between consumption and investment. These models differ 
from later cyclical models on two counts. They contain a money market, and 
investment depends on current output and on the interest rate, not on an 
accelerator effect. Moreover, they seem better adapted to comparative static 
analysis than to a full dynamic development with lag patterns. I think it is 
unfortunate that the Modigliani model is presented in the original form. 
Consumption spending is given as a function of money income (p. 39), but 
this has unusual consequences unless the price level is constant. No effort is 
made to introduce the Pigou effect, and the demand for idle balances is treated 
as a function of the interest rate alone without regard to the prices of goods. 
The question is not broached whether the system as given has a solution for 
the case of flexible wages (the “classical” case). It is in this chapter that the 
view, erroneous in my opinion, is first expressed that the Harrod-Domar 
growth model is defective primarily because it supposes saving plans to be 
fulfilled. The chapter concludes with a clear statement of the three lags in 
the circular flow of income described in a celebrated article by Metzler. 
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The second major principle of the cyclical models appears in Chapter 3 on 
the acceleration principle. An emphasis on continuous lags is apparent from 
the first. However, the role of uncertainty and expectation in creating the lag 
pattern is not given its proper place (p. 64). The acceleration principle is 
applied to the Harrod-Domar growth model. However, this model is treated, 
illegitimately I think, as complete and deterministic rather than as describing 
an equilibrium path which the economy is capable of pursuing on certain 
assumptions (p. 68). The next stage of elaboration is the Phillips model of 
the multiplier-accelerator. It has the peculiarity that the rate-of-investment 
increase depends on the current deficiency of capital stock (p. 72). The view 
with respect to the Harrod-Domar model referred to above is repeated here 
(p. 75 ff.). Alexander’s formalization of Harrod’s theory is nicely summarized. 
The Samuelson-Hicks model of interaction between multiplier and accelerator, 
where the lags are discrete, is clearly described and compared with the con- 
tinuous Phillips model. My only query is as to an odd emphasis on outlays as 
compared with deliveries of goods in the interpretation of the variables which 
appear in these models. So far as I can grasp what is meant, this seems to me 
ill-taken. 

The plan of the book alternates chapters of economic theory and mathe- 
matical preparation. Chapters 4 through 6 are the first group of mathematical 
chapters. They provide the background in difference and differential equa- 
tions needed in the solution of models of cyclical change like those of Hicks 
and Phillips. On the whole these chapters are well done. It is sometimes not 
clear, however, to what level the argument is pitched, and there is a bit of 
repetitiousness. Rather more serious are a few lapses of rigor; for example, 
in the discussion of arbitrary constants in functions (p. 136). But these 
defects are compensated by the careful selection of topics and their lucid 
development. Perhaps the outstanding feature of these chapters is the appli- 
cation of the Laplace transform to the solution of differential equations. This 
technique is unfamiliar to economists, but it is very useful in handling the 
equations which arise in models with continuous lags like those of Phillips 
and Tustin. I confess that I find the discussion of the use of the variable p 
(pp. 170-75) a little mysterious. 

Following this mathematical preparation the author returns to the main 
thread of his argument, and the next three chapters develop the theory of 
cyclical models and their damping by government action. The first chapter 
describes in greater detail the characteristics of the multiplier-accelerator 
model in period form as proposed by Lundberg, Samuelson, Hicks, and 
Metzler. There are excellent analyses in the literature on which to draw and 
the presentation is quite good. The dependence of solutions on values of 
parameters is illustrated by very helpful graphs. I wonder, however, if one 
should say that statistical evidence suggests that the “reduced power” of 
the accelerator (the acceleration coefficient minus the propensity to spend 
one period after the receipt of income) is less than one for the United States 
(p. 217). This would mean that Hicks’ model is not explosive. The error 
made by Kaldor, that output is constant at the ceiling in Hicks’ model, is 
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repeated. Of course, one must recall that the ceiling itself slants upward 
(p. 220). 

In the next chapter some more complicated cyclical models are analyzed, 
the nonlinear model of Goodwin, the mixed difference-differential equation 
of Kalecki, and Phillips’ model of economic regulation with continuous lags, 
including a lag of output behind demand, as in Lundberg and Metzler. The 
solutions of these systems are carried through and described with exactness 
and clarity. The author appears to favor the Phillips model (p. 242). How- 
ever, the Phillips model is linear and thus cannot express the different mode 
of operation of the accelerator when output is expanding and when it is 
contracting. Only Goodwin handles this feature within his formal system. On 
the other hand, Phillips does not allow for the effect of the size of capital 
stock on investment, in contrast with Kalecki. It would seem to me that both 
these features are essential to a realistic model, and I am not convinced that 
the presence of capital stock in the model is equivalent to a lagged accelerator 
(p. 252). The importance of capital stock has been much emphasized also by 
Kaldor, who does not state his theory in mathematical notation. The strength 
of the Phillips model is the introduction of stabilization policies and their 
critical evaluation. Allen summarizes his results in this direction very nicely. 

The third of this series of chapters deals with stabilization policy from the 
viewpoint of the engineers’ theory of automatic control systems. It follows 
the work of Tustin and Phillips. All the earlier models are represented by the 
engineers’ diagrams and the engineers’ methods are applied to their solution. 
These methods are very powerful so long as the system is linear and the 
parameters are assigned numerical values. However, nonlinearities such as 
those in Goodwin’s model are not so easily accommodated and qualitative 
results must be mapped out with particular cases. The advantages and draw- 
backs of the engineers’ approach are very fairly stated by the author (p. 303 
ff.). As one might expect, the approach is best adapted to a redesign of the 
system (by introducing government policy) to eliminate instabilities. This 
chapter is the high point of the first part of the book. There is a strong sug- 
gestion in it that the fruitful line of development for cyclical models lies 
in a further elaboration of the engineers’ approach (pp. 311-12). 

The remainder of the book, that is, about 400 pages out of 700, is devoted 
to static theory and its supporting mathematics. The dynamic theory culmi- 
nating in models of the trade cycle springs from the Keynesian “revolution” 
of the ’thirties. These models represent a formal elaboration of the trade- 
cycle theory proposed by R. F. Harrod soon after the General Theory came 
out. The static theory, on the other hand, is both older and more recent. The 
analogue to Keynes is Walras who comes nearly 50 years earlier. But the 
Walrasian theory was renewed and developed in the late ’thirties by Hicks, 
and it was given an empirical application by Leontief in input-output analysis. 
Even these developments were overbalanced by the theory of games and linear 
programming which appeared in the middle and late ’forties. The result is 
that the second part of the book gives much the stronger impression of 
novelty and yet lies closer to the main stream of economic thought. The only 
comparable innovation in the dynamic theory is the use of the engineers’ 
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analysis of control systems. But even here, it is a question of transplanting a 
technique developed in another context, while the methods and even the 
mathematics of game theory and programming were recently devised in re- 
sponse to the challenge of economic problems. 

The first two chapters of the second part are concerned with earlier de- 
velopments. Chapter 10 describes the general equilibrium system, essentially, 
of Walras, as extended by Hicks (and Allen) and Samuelson. The economic 
system is represented in a series of equations whose solutions are possible 
equilibria. The equations arise from utility maximization by consumers, profit 
maximization by producers, and equality of demand and supply (p. 321). 
It is assumed that the utility and production functions possess sufficient 
differentiability or smoothness properties. Although he sometimes corrects 
himself, Allen frequently leaves the impression that the consistency of this 
system can be determined by counting equations and variables (pp. 314, 316, 
319, 322, 329). Of course this is not so. The attempt to straighten the matter 
out in a special section (10.4) is both confusing and incomplete. 

In any case, not much that is significant can be said about the possibility 
of equilibrium unless the variables are assigned meaningful ranges in the 
various functions. Moreover, it violates the economic interpretation of the 
system to suppose the functions continuous and differentiable even over the 
restricted ranges of definition. I should conjecture that the equation system 
at the bottom of page 321, which purports to represent the economic system, 
will only be applicable to an economy in which every consumer can consume 
any amount of any good and supply any amount of any productive factor, 
in which every firm can produce any quantity of any output and use any 
amount of any factor, and where both consumers and firms always do, in 
fact, use or supply every good. The system does not allow for limitations on 
capabilities or tendencies to specialization for either consumers or firms. With 
the material which has been in the literature for some time this subject could 
have been handled much better. 

There is an attempt (p. 320) to combine free entry and normal profits 
with the Hicks assumption of a finite number of entrepreneurs or firms. Since 
the firms must be supposed to own unmarketable resources, it is not clear 
what is meant by free entry and normal profits in this context. The relation 
between the linear activities model and the production function is sketched 
in this chapter. However, the author evidently does not recognize that the 
marginal analysis is defective in principle because it cannot handle specializa- 
tion (p. 341). This defect is not overcome by merely noticing simple marginal 
inequalities. 

Chapter 11 presents the input-output analysis of Leontief. It is not true 
that Leontief assumes only one factor (p. 343). This assumption has been 
used by others to justify fixed coefficients for the industries in the Leontief 
model, but Leontief himself makes the assumption of fixed coefficients, as 
did Cassel and the early Walras, without such support. Perhaps it should be 
mentioned, too, that one small’ piece of economizing does remain in the 
Leontief model (p. 361). The elimination of unprofitable industries prevents 
the operation of industries which do not make a net contribution to the 
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economy. There is a strange distaste shown for an expanding economy 
(pp. 366, 369, also p. 489), despite the examples of von Neumann’s system 
and the Harrod-Domar model. Indeed, the author is so disturbed over the 
explosive propensities of the dynamic Leontief model that he assumes the 
matrix of coefficients of the interindustry flows to be singular (where the 
households form an industry). This implies that no net output, which might 
be saved and invested, is possible. Any accumulation of capital in one sector 
must be balanced by the decumulations of an equal value of capital in other 
sectors. As common sense would suggest, capital accumulation depends vu. 
consumer saving. This means that the household industry is “profitable.” 
But then the flow matrix is nonsingular. Allen might have avoided these 
errors had he investigated the significance of the zero profit condition for the 
solvability of the Leontief system. The only significant behavior an economic 
system can have, if it is closed and linear, is either to remain in a stationary 
state, to explode, or to contract to zero. 

There is now another mathematical interlude, of three chapters, in prepara- 
tion for the more advanced topics of game theory and linear programming. 
While the earlier mathematics was drawn from analysis, the traditional mathe- 
matics of physics, these chapters depend chiefly on the algebra of vector 
spaces, with just a taste of set theory. The first chapter introduces vectors 
and matrices, or better, vector spaces and their linear transformations. 
Actually “linear transformation” never seems to be defined. I think the 
development might with profit have been a bit more systematic and formal. 
There is some suggestion (p. 385) that convexity is a topological invariant. 
Probably it is meant that convexity is preserved under linear transformations. 
Proofs are sometimes omitted despite their simplicity (for example, the proof 
that a set which contains all points lying between any two points of the set 
contains all convex combinations of points in the set, p. 386). The reader is 
thus deprived of examples of rigorous reasoning. The term “polyhedral” is 
introduced without definition (p. 387). A definition is given for the deter- 
minant which depends on a proof of consistency which is not supplied (p. 400). 

The second of this group of mathematical chapters (Ch. 13) contains a 
sketch of matrix algebra. Again there are some errors. For example, in de- 
riving the inverse of a matrix from the elementary operations which reduce 
the matrix to the identity there is no reversal of the sequence (p. 441). Also 
(p. 445) a square matrix is not decomposable because it has one zero element 
in the lower left-hand corner (unless it is 2 X 2). 

Finally, Chapter 14 describes some of the mathematical (and economic) 
applications of vectors and matrices, such as linear equations, quadratic 
forms, and their uses in economics (stability of equilibrium and Leontief 
systems). There is a rather loose discussion of the transformation of a sym- 
metric matrix to diagonal form by an orthogonal matrix (p. 470). I would 
make the general criticism of these chapters that they do not have the unity 
or the simplicity that might have been obtained had the notion of a vector 
space and its linear transformations played a larger role. The fact that an 
n-dimensional vector space is spanned by any m linearly independent vectors 
is barely introduced and then only in the third chapter. The linear trans- 
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formation is often referred to, but it is not defined, and there is no abstract 
development on the basis of it. On the other hand, the algebraic postulates 
satisfied by vectors and matrices as abstract entities are presented in some 
detail, even to the point of repetition. This approach seems particularly 
inappropriate when the major applications will be to game theory and linear 
programming where the algebra of matrices is of minor importance. 

The remaining chapters are concerned with economic theory. Chapter 15 
describes elementary game theory. I think this is one of the better chapters. 
However, it seems a bit quixotic to describe linear programming as a field 
of application for game theory. Chapter 16 presents linear programming. 
There is a brief consideration of convex sets toward the end of the chapter. 
The notion of a basis of linearly independent vec‘ors is first introduced here. 
It is stated that a function achieves its maximum over a convex set at an 
extreme point (p. 555). Of course, this holds in general only for certain 
sorts of functions, in particular linear functions. ‘The simplex method of solu- 
tion is outlined. It would have been appropriate ix a book on economic theory 
to develop the version of this method which computes at each stage the 
shadow prices which are implied by the basis. These are the prices for primary 
resources which give the basis activities zero profits. Then a new activity 
is introduced if (and only if) some activity earns a profit at the shadow 
prices. The activity chosen for inclusion is the most profitable, and the 
activity dropped is the one first squeezed out as the level of the new activity 
is raised. The shadow prices are more meaningful to the economist here than 
in the solution of the dual problem. 

Chapters 17, 18, and 19 are dominated by the use of linear programming 
to deal with traditional economic problems. These are the allocation of re- 
sources, the theory of the firm, and the theory of value. The source of Chapter 
17 is activity analysis, largely developed by Koopmans. The Leontief model 
is examined as an elementary case of linear programming (p. 572). How- 
ever, as earlier, it is not noticed that a genuine allocative problem does exist 
even in this model, namely, to avoid wasting labor on industries which, as a 
group, cannot contribute net output. The price system solves this problem 
exactly as it solves the general efficiency problem for activity analysis. There 
is no set of positive accounting prices which will allow the offending industries 
to break even, unless some other industry earns profits. 

On page 588 it is said that an output combination is efficient if and only 
if it is impossible to increase all outputs together. This is not so, since it may 
well be possible to expand one output and not any other, without encroaching 
on any other, so that the output combination is inefficient. The author seems 
to suggest that this (false) statement immediately implies that a positive 
normal exists to the output cone at such a point. However, that a positive 
normal exists for an efficient output is the fundamental theorem of the sub- 
ject and has to be proved. There is a nice discussion of efficient facets (p. 590). 

In discussing the dual problem there appears to be some confusion between 
ideas appropriate to linear programming and those of activity analysis. The 
basic theorem on efficiency prices is stated wrongly. The notion of efficiency 
is made relative to the accounting prices and it is said (p. 592) that activities 
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which are unprofitable at a set of accounting prices are inefficient (at these 
prices?). The confusion is increased by the implication that even some activi- 
ties earning zero profits are inefficient. The dangers of vagueness are illustrated 
in the discussion of efficient allocation with limited resources which are not 
desired goods in themselves (p. 599). There is a loose statement of the role 
of accounting prices. Then in the following paragraph it is asserted with 
considerable emphasis that it may normally be expected that the number of 
activities and scarce primary factors will be the same. It is not easy to decide 
precisely what correct theorem is being adumbrated here, but it seems likely 
that the case of ordinary linear programming is in mind where by virtue of 
the objective function, which may represent net profit, there is, in effect, 
only one final good. When there are many final goods (or intermediate goods, 
if they appear explicitly) it would seem rather probable that more activities 
than scarce factors will be needed, at least for a randomly selected bill of 
goods. Consider the Leontief model, for example. This question is handled 
better on page 644. 

The remainder of Chapter 17 discusses models of general equilibrium over 
time (with no attention to a very important reference [Malinvaud in Econo- 
metrica, Apr. 1953]). A summary of the von Neumann model which is given 
is rather misleading. It is not true that the model does not allow substitution 
in consumption. The industry producing labor can have alternative processes 
as well as any other industry. Indeed, the household activities can be interpreted 
to refer to customary living standards which permit a whole range of substitu- 
tion in consumption. The isoquant of the household production process is then 
an indifference surface. There could be different processes for different types 
of labor. More serious than this misinterpretation is the complete omission of 
the restrictive assumption used by von Neumann to prevent his system from 
falling into sectors advancing at different rates. He assumed that every good 
was represented in every process as an input, or an output, to at least some 
small amount. Without some such assumption the system may have no solution, 
and if the assumption is weakened, the growth rate may not be unique. 

The extent of the revolution in traditional economic analysis is strikingly 
shown in the following two chapters which take up two main themes of static 
theory, the firm and the consumer. Most of the space is: used for applications 
of linear programming. The traditional theory is given, but it occupies few 
pages. However, it is presented in very traditional form. There is no trace 
of the great simplifications suggested by Samuelson’s logic of maximization. 
There is the old-fashioned rash of determinants which we now know to be 
superfluous. The problems of programming the firm with certain fixed factors 
and prices for its products is described along the lines laid down by Dorfman. 
It is stated in the course of this discussion that if a factor is used up to its 
limit of availability its price is positive (p. 634). This price may be positive 
or zero. The same error is committed on page 645. 

The second division of traditional static theory, the theory of consumer’s 
choice, is treated in Chapter 19. As before, the traditional analysis, cloudy 
with matrices, and unillumined by revealed preference, is given first, One 
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might also have expected some use of the approach of Allen’s Economic 
Journal article of 1950, which can be extended to replace the utility function 
in the theory by the minimal income needed to attain a given satisfaction 
level. The newer approaches also dispense with some of the assumptions of 
differentiability of the indifference surfaces. There is a mention of the re- 
vealed preference approach but it is brushed aside for reasons which are not 
clear (p. 670). Evidently the author thinks the strong axiom of revealed pref- 
erence does not guarantee integrability. But this is true only in case the in- 
different directions of change from a point fail to exist. Then, under appropriate 
continuity assumptions, the integration is performed but the result is what 
Little termed a behavior surface rather than an indifference surface. 

The problem of measurable utility is discussed in terms of ranking differ- 
ences and in terms of choices with risk. There may be some failure to empha- 
size that the ranking of differences is not correlated with the choice of com- 
modity bundles and is therefore meaningless from the viewpoint of demand 
theory, and that a utility measure for choices with risk has no cardinal im- 
plications for choices with certainty. However, these qualifications are not 
entirely overlooked (p. 676). The final topic in the chapter is an application 
of linear programming to demand analysis. The technology matrix is extended 
to include activities which convert goods into utility. I am not certain that this 
device will prove useful. 

The final chapter deals with the problem of aggregation. Nearly all the 
discussion is concerned with Theil’s analysis of the statistical problems of 
linear aggregation. This represents a unique departure from the author’s de- 
clared purpose of avoiding econometrics. There is little reference to the justi- 
fication of aggregation by special circumstances, in demand theory, and for 
Leontief models, though this would have been closer to the style of the rest 
of the book. Also there is no discussion of optimal aggregation in the input- 
output model. The final three pages of the chapter purport to cover the field 
of welfare economics. 

Glancing back over the great range of theory which this book essays, I 
think the second part (from Chapter 10) makes the better claim to scientific 
interest. I cannot but feel that dynamic model building in macroeconomics can 
be profitably done only in close contact with statistical data. It is econometrics 
and forecasting, or it is largely sterile. Of course, much of the abstract theoriz- 
ing that has been done in simple models can be defended as a preparation for 
the econometric work, but the impression should not be given that these 
models have an independent interest. The same thing should not, in my 
opinion, be said of the general equilibrium and microeconomic theory of the 
second part of the book, largely, no doubt, because of the optimal properties 
which the equilibria possess, from the viewpoint of individual or social action. 
There is also a mathematical or logical interest in this theory which cannot 
be claimed by models borrowed from engineering. 

LIONEL W. McKENZIE 

University of Rochester 
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Introduction to Mathematical Economics. By D. W. BusHAw and R. W. 
Citower. (Homewood, Ill.: Richard D. Irwin. 1957. Pp ix, 345. $7.00.) 
This book seeks to introduce the economist to mathematical economics. It 
is not aimed at the beginning economics student, but one who is fairly well 
advanced. The preface says: “We feel that our book is likely to be of value 
mainly to individuals who already have considerable training in economics; 
and it should be particularly useful to graduate students and teachers of eco- 
nomics who have only a moderate proficiency in mathematics and who wish 
to acquire a modest reading knowledge of mathematical economics” (p. viii). 
The first part of the book is called “The Economics,” and the second part, 
“The Mathematics.” The mathematical part “has been designed to provide 
just enough information about mathematics to enable the serious reader (who 
has already reached a tolerable level of accomplishment in elementary alge- 
bra) to understand the entire text and to work out a few simpl exercises” 
(p. viii). 

The economic section has two objectives. It illustrates some of the mathe- 
matical techniques which economists use, and it presents a systematic devel- 
opment of price theory. The section covers not only static equilibrium for 
both the consumer and the firm, but also the problems of dynamic equilibrium 
and the stability of these equilibria. Furthermore, it considers explicitly the 
problems which arise if individuals desire to hold goods as stocks as well as 
wanting them for consumption purposes, and some of the problems which 
arise in achieving equilibria in the markets for many commodities simultane- 
ously. 

The book does not, however, start by introducing the economist to the 
mathematical solutions of familiar economic problems, so that the student can 
get used to the mathematical presentation while he is dealing with problems 
which he knows and understands well. The authors apparently feel that such 
an approach would interfere with an orderly presentation of price theory, and 
therefore consider unfamiliar economic problems from the beginning, with 
the result that even an advanced student of economics will find the economic 
content of the book quite difficult. However, the advanced student who is 
prepared to master the mathematics involved should find the economic section 
both stimulating and rewarding. 

This reviewer cannot, of course, claim to be an expert in the teaching of 
mathematics, and perhaps it would be more prudent simply to say that the 
mathematical section seems to cover the necessary ground in a very small 
space. However, the increasing use of statistical and mathematical methods 
in economics (as well as in the other social sciences) makes the problem of 
the teaching of mathematics to economists a rather important one. A common 
solution to this problem is the one followed in this book: the authors assume 
that the reader knows only college algebra, and they present any additional 
mathematics which are required for the economic or statistical material to be 
discussed. The book devotes 140 pages to the presentation of the necessary 
mathematical techniques. It starts with a relatively elementary discussion of 
“Functions, Graphs, and Equations,” and covers such topics as the “Stability 
for Differential Equations,” and the use of Lagrange multipliers for problems 
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of “Conditioned Extrema” towards the end. A student of college mathematics 
would take at least four courses to cover the topics involved. There is, to be 
sure, no indication of how long the authors expect their “serious reader’’ will 
need to master the material, but it is fair to presume that they do not expect 
even a serious reader to devote this much time to it. 

This reviewer is very skeptical of the proposition that economics students 
can master mathematics more easily and quickly than mathematics students. 
If anything, one would think that economics students would need even more 
problems and drill, and this is one of the things which are foregone in the 
condensed presentation for economics students. Furthermore, the economics 
student who learns his mathematics in this way is constantly using mathe- 
matics which he has not fully mastered and which he does not understand 
well. This means that he is likely to be so worried about the mathematical 
problems which he encounters that he does no* devote adequate effort to de- 
termining the economic meaning of the operations which he is performing, 
even if he would be capable of discovering the economic meaning were he to 
spend the time at it. Mathematics should be a tool which the economist uses 
in order to gain insight into economic problems. It is not always easy even for 
a competent mathematician to understand the economic meaning of a compli- 
cated analysis, and is very likely to prove impossible for anyone who is operat- 
ing at the very frontiers of his mathematical knowledge. 

The conclusion of this argument is that this reviewer thinks that economics 
students should learn their mathematics the hard way, in the mathematics 
courses offered in the mathematics department. Furthermore, if possible they 
should take some courses beyond the level of the mathematics which they 
expect to use as economists so that they will feel that the mathematical tech- 
niques which they do use are not too difficult. The authors of this book are 
probably in agreement with most of these ideas, except that apparently they 
believe that a “serious student” could learn enough mathematics from their 
book to be able to handle the economics which they present, while this re- 
viewer doubts it. 

DiRAN BoDENHORN 

University of Chicago 


Economic Models—An Exposition. By E. F. Beacu. (New York: John Wiley 
& Sons. 1957. Pp. xi, 227. $7.50.) 

This book is supposed to serve two purposes: (1) To introduce the good 
non-mathematical economic theorist to some of the mathematical and statisti- 
cal problems of modern economics. (2) To transmit to the gifted student of 
economics some knowledge in this field. 

Part I deals with mathematical models. The idea of variables and equations 
is introduced and illustrated with the help of some results of Henry Schultz’ 
analysis of demand. Linear and nonlinear relations between the variables are 
discussed. Linear models are then treated in more detail and a Marshallian 
model of partial equilibrium is discussed and solved. The distinction between 
endogenous and exogenous variables is introduced. This leads to a discussion 
of the reduced form. Then a simple Keynesian macro model is introduced, and 
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the theory of these models is illustrated by the model of Colin Clark for the 
United States economy, 1921-41. Next comes a simple discussion of deriva- 
tives, and the introduction of nonlinear models. Stability of equilibrium is dis- 
cussed for a market under partial equilibrium and various Keynesian models 
are introduced, especially the systems of Hicks and Modigliani. Dynamic 
models (i.¢., models which involve time) come next. A result of Henry Schultz 
which involves a trend is presented, as well as macroeconomic models by 
Domar, Samuelson, Littler. This leads to a discussion of linear differential 
equations. Difference equations are introduced in the next chapter and illus- 
trated by the dynamic macro model of Harrod and the cobweb theorem, as 
well as the model of Samuelson for the interaction of the multiplier and ac- 
celeration principle. All the models in Part 1 are deterministic. 

Part II deals with econometric models. The concepts of probability and of 
the probability distribution are given and illustrated, sampling, estimation, 
small samples and tests are introduced and illustrated. Next comes regression 
and correlation theory. Special attention is given to the technique of multiple 
regression. The concept of confluence analysis (R. Frisch) is introduced and 
illustrated. Autocorrelation is discussed and the tests developed by R. L. An- 
derson and von Neumann presented. Multiple relations among independent 
and dependent variables are discussed and the concept and technique of 
identification presented, according to the ideas of Haavelmo and Koopmans. 
These ideas are illustrated by Haavelmo’s derivation of the consumption 
function for the United States and a theoretical model involving one static 
demand and one static supply function, given by Koopmans. The elaborate 
model of Klein for economic fluctuations in the United States, 1921-41 is 
briefly discussed and its criticism contrasted with the more successful models 
for the demand functions of various commodities constructed by Stone for 
England and Wold for Sweden, which use classical least squares regression. 
There are some indications of the relationship of model building and statisti- 
cal verification to prediction and policy and some comments on difficulties in 
economic statistics. 

There are many excellent exercises in all chapters and short but pertinent 
bibliographical notes, which should help the student in his endeavour to gain 
greater proficiency. 

The book is well written and as indicated above contains a great many 
examples of mathematical and econometric research in economics. The mathe- 
matical and statistical ideas are perhaps presented too briefly, but the student 
or reader should gain a fair idea of their importance from the examples. On 
the whole it may be said that the author has achieved his goal fairly well, and 
a reader of mature economic knowledge or a somewhat advanced student of 
economics should learn a great deal which is useful and interesting about 
modern mathematical economics and econometrics from this book. It might 
be used in an advanced undergraduate or in a beginning graduate course. It 
is, however, a pity that the mathematical subjects of determinants and ma- 
trices and the economic applications in input-output models and linear pro- 
gramming have not been included. These subjects are not intrinsically more 
difficult than the subject matter of this book and their presentation would 
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have enabled the student or reader to get acquainted with some of the most 
modern developments and most useful ideas and techniques in modern eco- 
nomics. This omission can perhaps be repaired in a second edition. 
GERHARD TINTNER 
Iowa State College 


Economics. By Joun A. Guturtie. (Homewood, IIl.: Richard D. Irwin. 1957. 
Pp. xi, 537. $6.00.) 

Professor Guthrie has prepared a well-written textbook on economics that 
has much to commend it. The author’s three main objectives are: (1) “to 
present the core of economics in as compact a manner as possible”; (2) “to 
make it as understandable as possible to the student”; and (3) “to point out, 
wherever possible, practical applications of the theory that is being discussed.” 
He has succeeded in attaining these objectives, warranting the publication of 
yet another textbook in this field. 

The book logically divides into four sections: introduction (21 pp.) ; mone- 
tary theory and macroeconomics (188 pp.); microeconomics (255 pp.); and 
a final section devoted to special problems and issues (81 pp.). The resultant 
product of 537 pages is considerably shorter than competing textbooks now 
in favor (e.g., Blodgett, 973 pp.; Samuelson, 753 pp.; and Harriss, 816 pp.). 
The “opportunity cost” of such brevity is quite high in terms of completeness, 
and accounts for most of the work’s shortcomings. 

The development of monetary theory is difficult to follow. The student is 
told in Chapter 2 that “increases or decreases in total bank deposits may pass 
unnoticed by the average person, although they may be of great significance 
to his welfare” (p. 31). With little preparation other than this challenging 
statement, he finds himself studying the theory and technique of controlling 
the money supply, without the orientation deriving from an understanding of 
the problems of fluctuating price levels, the subject matter of Chapter 5. 

In discussing the limitations on the ability of a banking system to create 
demand deposits, Guthrie notes that if banks keep excess reserves, total ex- 
pansion will be reduced. No further explanation is developed, leaving the im- 
pression that bankers follow such policies of their own volition. Concentrat- 
ing on the circumstances giving rise to the holding of excess reserves would 
be informative, and useful in development of the following chapters devoted 
to monetary and fiscal policy, and business cycles. 

Guthrie discusses open-market operations as a means of controlling the 
money supply and regulating consumer spending, but does not analyze the 
mechanism involved. He does not treat their effects on investment spending 
via induced changes in the interest rate. It is worthy of note that in his de- 
scription of the Open Market Committee he does not consider the significance 
of its membership composition for the location of ultimate authority in our 
monetary system. 

In Chapter 5 a brief paragraph relates monetary policy and inflation 
(p. 78), but deflationary policy is postponed for consideration in connection 
with fiscal policy (Ch. 10). Careful study of this chapter reveals but one 
pertinent statement on deflationary policy: “As we have seen, no one of the 
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four methods open to the Federal Reserve banks . . . is very effective in stimu- 
lating recovery from a depression” (p. 157). Examination of the earlier chap- 
ters reveals but two short sentences supporting this statement: one asserting 
that monetary policy appears to have been more effective in curtailing price 
increases than price drops, and the other observing that in the drastic price 
declines of the 1930’s monetary policy was probably not very effective in 
alleviating the situation (p. 58). (The author had pointed out that the Fed- 
eral Reserve did not have the power to alter reserve requirements until 1935 
and did not raise them until 1936-37, p. 55). There is no further analysis 
clarifying the inability of monetary policy to deal with deflation. 

Other theoretical gaps are apparent: for example, the effect of foreign in- 
vestment on domestic income levels, the foreign trade multiplier, the theory 
of the balanced budget multiplier (mentioned but never detailed), and the 
theory of the substructure of demand. 

The above criticisms are, however, relatively minor and can serve as points 
of departure for the instructor’s supplementary lectures. The work contains 
many excellent features. The section on antitrust is especially clear and con- 
cise, displaying an admirable sense of the significant, and conveying a genuine 
appreciation of the nature and importance of current problems in the design 
and implementation of antitrust legislation. 

The section on price theory is well done, incorporating succinctly much 
contemporary thought on oligopoly and monopolistic competition. The prob- 
lem areas dealing with international policy, agriculture, economic systems, 
and economic growth are well developed and supplemented with adequate 
factual data to permit effective analysis. 

Guthrie’s pedagogical technique of opening each section with a topical out- 
line and concluding it with an excellent summary of material covered will be 
greatly appreciated by both students and instructors. Its style is straight- 
forward, lucid, and effective. As an introductory textbook designed for fresh- 
men and sophomores, it merits serious consideration. 

Don V. PLANTZ 

University of Kansas 


Price and Allocation Theory; Income and Employment Theory; 
Related Empirical Studies; History of Economic Thought 


Activity Analysis and the Theory of Economic Equilibrium. By H. MAKowER. 
(New York: St. Martin’s Press. London: Macmillan and Co. Ltd. 1957. 
Pp. xiv, 193. $5.75.) 

For the past ten years anyone could embarrass me by asking, “Where can I 
find out about linear programming? And please remember i don’t know any- 
thing about matrix algebra or that sort of thing.” Now I have an answer. It 
is the first seven chapters of Dr. Makower’s book. They are a clear, straight- 
forward exposition of linear programming. They contain no mathematics be- 
yond arithmetic and the kind of geometry economists are inured to. They put 
the emphasis where it belongs, namely on the formulation of the problem, its 
relationship to familiar economic concepts and formulations, and its interpre- 
tation. They omit the intricacies of solving linear programming problems by 
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the simplex method or any other method. And they include the major con- 
cepts illustrated by ingenious examples. 

I have to confess, though, to one lurking reservation. Perhaps Dr. Makower 
makes things seem too simple. To achieve apparent simplicity an author must 
thread a narrow path between a bog of technical complications on one side 
and a bramble of inaccuracies on the other, and sometimes the path fades out 
completely and a choice must be made between the two evils. When such 
choices arose she, probably wisely, tended to prefer the bramble to the bog. 

Her most serious lapses in this regard resulted from her anxiety to avoid 
inequalities. Inequalities are a nasty and treacherous kind of mathematical 
relationship, yet they are essential to many economic problems. In the theory 
of consumption, for example, it is not true that total expenditure on consump- 
tion must equal the budget allowed, but only that expenditure cannot exceed 
the budget. Consumption theory has not, in fact, suffered much from pre- 
tending that the relationship between consumption expenditure and the budg- 
et restraint is an equality instead of an inequality—though the inequality 
has to be admitted when satiety sets in—but in any problem where there is 
more than one restraint the difference between equalities and inequalities be- 
comes decisive. The most obvious example is utility maximization subject to 
both a monetary and a point-ration budget. 

Dr. Makower’s policy in face of this complication is to avoid inequalities 
at almost any cost. In Chapter 3, for example, inequalities threatened most 
dangerously to obscure the clear path of her exposition. She therefore arbi- 
trarily wrote strict equalities in place of two of the inequality constraints that 
arose naturally in the example around which that chapter is written. This 
forcing of equalities, of course, simplified the exposition but also, by the same 
token, it narrowed the permissible range of choice and, quite possibly, ex- 
cluded the true optimal solution to the problem. In addition, Dr. Makower 
wished to avoid the technical problems of handling the inequalities that re- 
mained. She therefore assumed that they also could be replaced by equalities, 
i.e., that conditions were such that all resources were fully utilized in the opti- 
mal solution. But this assumption amounts to assuming that the problem is 
more than half solved in advance. One of the important aspects of a linear 
programming problem is the ascertainment of which resource limitations are 
genuinely restrictive and which resources are available in excessive supply. By 
suppressing this part of the problem Dr. Makower suppressed the whole issue 
of free goods. One remark on this topic seems to be in order. 

Dr. Makower makes it clear that linear programming problems, like mar- 
ried people and complex numbers, always come in pairs. Whenever there is a 
problem of optimal resource allocation there is an associated problem of de- 
termining. imputed prices for the resources and intermediate products in- 
volved. The intimate connection between allocation and value imputation is 
self-evident to economists. But what is not self-evident is that if the alloca- 
tion problem is a linear programming problem, then the imputation problem 
is also a linear programming problem, called the dual of the allocation prob- 
lem. There are a number of fascinating and revealing connections between 
any programming problem and its dual. One of them is the following: It is 
quite common in solving a linear programming problem to find that some of 
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the available activities are not used at all. The analogous behavior in terms 
of the dual is to find that some of the resources have zero imputed price, i.e., 
are free goods. But, clearly, this can happen only when in the solution of the 
allocation problem it turns out that the quantities used of some of the re- 
sources are less than the quantities available. And this is just the possibility 
that Dr. Makower has assumed away in the interests of simplicity. She has, in 
short, assumed away part of the symmetry between allocation problems and 
imputation problems. This is unfortunate, but ever more unfortunate is the 
impression conveyed that economic problems of the linear programming type 
can be discussed adequately in terms of equality restraints or, at least, that 
the use of inequalities is an inessential refinement and complication. In fact, 
the recognition of the importance of inequalities is the conceptual root of the 
whole modern algebraic approach to economic analysis. 

So much for the expository part of the book. The remaining two-thirds con- 
sists, first of the most unqualified recorded defense of the linearity assumptions 
of linear programming, and second of a series of essays in which this tool is 
applied to a variety of problems in economic theory. I shall not be able to 
comment on these ingenious and interesting essays except to note that they 
clarify a number of hard-to-understand points but do not lead to any new 
results. The attempt to justify linearity, however, is too important to be 
passed over. 

The linearity assumptions of linear programming have two aspects. First, 
linearity in production, which amounts to an assumption of constant returns 
to scale. Second, linearity in consumption, or, in more familiar vocabulary, 
constant marginal utility. Dr. Makower’s defense of constant returns to scale 
in production is conventional. If successive doses of identical inputs do not 
yield identical amounts of output it must be because of an additional, unmen- 
tioned and perhaps unnoticed, input whose quantity has not been varied. Thus 
the assertion of constant returns to scale becomes a tautology rather than a 
substantive claim. Her treatn.ent of constant returns to consumption is more 
daring and original. She conceives of consumption activities, each of which 
consists of consuming a certain bundle of goods in fixed proportions and as- 
serts that the utility derived from such a consumption activity is strictly 
proportional to the level at which that activity is carried on, i.e., to the quan- 
tity consumed of any of the goods in the bundle. She admits, naturally, that 
“Common sense tells us that wants are satiable and that utility diminishes 
with increased consumption” (p. 60). But, just as in the case of production, 
this can be attributed to the presence of some unidentified consumption goods 
whose quantities do not vary when the quantities of the identified ones do. 
She rather despairs of discovering what these unidentified consumption goods 
are, but I think she is likely to be driven to such concepts as “appetite.” I can 
conceive that if I am twice as hungry on Monday as on Tuesday I can de- 
rive twice as much satisfaction from two pounds of steak on Monday as I can 
from one pound on Tuesday. But such semantic refuges can serve only to 
save a form of discourse, and permit us to state sensible things in paradoxical 
ways. It seems better to admit nonlinearity and to stick to genuine and ob- 
servable variables. 
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I feel like an ingrate. Dr. Makower has added an extremely useful and 
venturesome book to the literature. The economist who wants an introduc- 
tion to activity analysis should be encouraged to start with it; the specialist 
in this field must take account of its insights and contributions. Thus I am 
in her debt and I am aware that my comments hardly do justice to my appre- 
ciation of her work. But then, only a worthwhile book is worth criticizing. 

ROBERT DORFMAN 

Harvard University 


Problems of Capital Formation. Studies in Income and Wealth, Vol. XIX. 
By the Conference on Research in Income and Wealth. (Princeton: 
Princeton University Press, for the National Bureau of Economic Re- 
search. 1957. Pp. xi, 609. $7.50.) 

Various aspects of capital formation—its measurement, its relation to pro- 
ductive capacity, and its controlling factors—are considered in the fifteen 
papers that make up this volume. There is no doubt about the value of most 
of them. Original data are presented: the series on residential construction is 
carried back to 1889; concepts and measurements are subjected to critical 
examination—for example, those relating to capital consumption; the difficul- 
ties inherent in the notion of the capital coefficient are explored, and re- 
explored; and naive notions of the accelerator are tested and, fortunately, 
found wanting. The findings, while frequently negative, are authoritative and 
anyone whose investizations bear upon this subject will have to refer to this 
volume. 

A few contributions are outstanding. Franco Modigliani who served as 
chairman of the Program Committee and as editor of this volume, has some 
interesting remarks about the firm’s reasons for holding inventories, and their 
implications for macroeconomic analysis; an excellent critique of Bert Hick- 
man’s tests of the accelerator; and in his introduction, a very fair review of 
the other papers. Robert Eisner’s account of “Interview and Other Survey 
Techniques in the Study of Investment” is most useful especially for those 
who plan to find out why firms invest simply by asking their managers. Fi- 
nally, David Blanc and Louis Winnick have made available detailed informa- 
tion about residential construction, in current and constant dollars, on both 
a gross and net basis for the period 1889-1950. 

This by no means completes the list of useful papers. But the tone of most 
of the rest is so full of caution, and there are so many warnings of pitfalls, 
that the reader who looks for usable relationships is more likely to be para- 
lyzed than stimulated. Such caution is, of course, natural. The economy is 
complicated and the simplest of notions is likely, when examined carefully, to 
turn out to be immensely complex and difficult. But, is it necessary to em- 
phasize it? Roy Campbell’s blast at some South African poets seems appro- 
priate: 

They praise the firm restraint with which you write. 
I’m with you there, of course. 

You use the snaffle and the curb all right. 

But, where’s the bloody horse? 


| 
| 
| 
| 
} 
} 
| 


156 THE AMERICAN ECONOMIC REVIEW 


The big advances in economics have been made by those who have found 
it possible to suspend caution, at least selectively. Marshall was as aware as 
anyone that demand and supply are not strictly independent, but his method, 
which has certainly yielded results, neglected their interdependence. 

No such spirit informs the papers in this volume. Instead, we are told that 
the value of the capital coefficient in one industry after another depends upon 
whether expansion is balanced or not, upon the product’s grade, changes in 
the mix, upon scale, upon the nature of technological change, and so on. The 
significance of any of these variables is undeniable. If, however, we are in- 
terested not in the precise effect on one industry’s market of any expansion 
somewhere else, but instead, in estimating the scale of the accelerator effect, 
it would not be unreasonable to by-pass most of these complications. 

With some other suggestions, serious difficulties are encountered. Ruth Mack, 
to take one example, urges that inventory changes should be classified as “in- 
tended,” “unintended,” and “passive.” This suggestion is not, of course, new, 
except for the inclusion of a third member of the family. But it is difficult to 
believe that it constitutes anything more than a new name for an old prob- 
lem, and for that matter, that the whole classification has merit. Unintended 
investment is to be distinguished from intended by its being subject to re- 
versal. But, unless we suppose that inventory decisions are made only at 
widely separated dates the very notion of inventories accumulating against 
the firm’s desire is difficult to understand for they could always be checked 
by a change in selling policy. Inventory investment regarded at one date as 
“unplanned,” at a later one may have to be called “planned.” And it is 
scarcely interesting, and not even accurate, to give it a name only after- 
wards, depending upon whether the previous movement has been reversed 
or not. Once the event which permits us to give it a name has occurred, we 
do not need the name. The problem posed by the notion of “passive” invest- 
ment is even greater, for there is no way of distinguishing it from intended 
investment. 

Earlier, I had complained of excessive caution, but in this connection, cau- 
tion about the proliferation of boxes that seem fated to remain empty would 
be in order. Despite these doubts, there can be no question that Ruth Mack’s 
essay and most of the others make important contributions. 

Lorie TARSHIS 

Stanford University 


Some Aspects of the Acceleration Principle. By Pour Wtnvinc. (Amster- 
dam: North-Holland Publishing Co. 1957. Pp. 254. $8.00.) 

As usually defined the acceleration principle states that the value of some 
dependent variable, say net investment, varies directly with the change over 
time of some other, independent variable, say net national income. In this 
form it has the advantage of simplicity, and appears to be extremely useful 
in the explanation of cyclical movements and the magnification of fluctua- 
tions in the level of the investment goods industry compared with general 
industry. 

Unfortunately, it has two major disadvantages. First, it has been pointed 
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out by Baumol, and in this book at much greater length by Winding, that 
magnification is not a necessary consequence of acceleration. Second, statisti- 
cal tests carried out, for example by Kuznets and Tinbergen, offer little sup- 
port for the principle and tend to show that it is not very helpful in the ex- 
planation of actual industrial fluctuations. 

It is clear, therefore, that the time is now ripe for a detailed analysis of the 
principle of acceleration. This Winding has endeavored to carry through. 
His book is divided into two parts. In the first five chapters there is a dis- 
cussion of the relationship between fluctuations in sales and fluctuations in 
new orders placed. The remaining twelve chapters are devoted to the accelera- 
tion principle as an explanation of fluctuations in the demand for and pro- 
duction of fixed capital equipment. On both these subjects Winding has in- 
teresting things to say. 

His method of approach is microeconomic, and pertains to the behavior of 
the individual retailer or producer. The economic system is not analyzed in 
terms of macro-concepts, and at the micro-level only a partial equilibrium 
treatment is attempted. To illustrate the numerous alternative workings of 
the acceleration principle Winding constructs a large variety of comparatively 
simple models explaining many of them by arithmetic examples. His object 
is to show that the extent to which fluctuations in orders or the production 
of fixed capital equipment are magnified or diminished cannot be determined 
solely from a qualitative or abstract analysis of the problem, but depends on 
the actual values of the parameters of the model which is built. 

In this he succeeds admirably. He shows, for example, that magnification 
of orders relative to sales is not a necessary consequence of the acceleration 
principle, and that, in particular, if entrepreneurs form some idea of a normal 
level of sales based on past experience, fluctuations in orders may be dimin- 
ished relative to sales. Moreover, he points out that if the possibility of entre- 
preneurs reacting to increased sales by varying prices and profit margins is 
allowed for, once again the fluctuation in orders may be diminished relative 
to sales. His final conclusion is that the relationship between variations in 
orders and variations in sales cannot be explained satisfactorily by the ac- 
celeration principle. 

This is not the case in regard to fixed capital equipment, where he tends to 
come down rather more heavily in favor of the acceleration principle. He 
argues that the producer, in order to minimize the cost of meeting fluctua- 
tions in production, will keep the average lifetime and degree of utilization of 
his equipment constant, allowing new installations to fluctuate according to 
needs. As a result the demand for equipment will tend to fluctuate more 
widely than production. He then goes on to show that in the long run neither 
the echo effect nor reinvestment resulting from the varying lifetimes of indi- 
vidual pieces of equipment tend to dampen the fluctuations in new installa- 
tions. Since his analysis pays no attention to the rate of interest, however, 
these conclusions must be interpreted with great care. Winding admits that 
liquidity and the rate of interest will affect the entrepreneur’s behavior, but 
is inclined to treat these factors as of secondary importance. 

An interesting point in the second part of the book is that it may be more 
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relevant for business cycle theory to study fluctuations in total outlays on 
capital equipment (including maintenance and repairs) instead of fluctua- 
tions in installations. Along these lines it is shown that total outlays on capi- 
tal equipment may fluctuate less widely than installations, and possibly even 
less than production. 

In conclusion, it may be said that, while there may be disagreement on a 
number of individual points, this book represents a step in the right direction. 
Perhaps the only major criticism of it stems from its microeconomic approach. 
Since the acceleration principle is supposed to be relevant to business cycle 
theory it ought to be formulated in macro terms and analyzed in those terms 
as well. It by no means follows that what appears to be true for the indi- 
vidual entrepreneur remains so for the economy as a whole. In particular, 
whereas in a partial-equilibrium model there may be diminution in the fluc- 
tuation of orders by a retailer relative to sales, the corresponding aggregated 
model may involve magnification. 

M. H. Peston 

The London School of Economics 


A Key to Ricardo. By Oswatp St. Cram. (New York: Kelley & Millman. 
Frome and London: Butler & Tanner, Ltd. 1957. Pp. xxv, 364. $6.00.) 

Doctoral dissertations aside, Oswald St. Clair has published the first volume 
devoted exclusively to an analysis of Ricardo’s ecoromics. Fragmentary in- 
terpretations of Ricardo and his legacy to theory have been both numerous 
and diverse in the writings of J. S. Mill, Marshall, Marx, Bortkiewicz, Hol- 
lander, Cannan, Keynes and Knight. However, Ricardo’s theoretical formula- 
tions have usually served as points of departure or, as Knight contends, “ab- 
erations” from “correct theory.” St. Clair is unique in developing a “key” 
for the comprehension of Ricardo. In this sense, his book may be viewed as 
analogous to the “keys” to Keynes by Dillard, Hansen, and Kurihara. 

A retired businessman, St. Clair is not an academician and his purpose is to 
make Ricardo “clear to the average reader.” This is carried out by interpret- 
ing and rephrasing some of the more difficult conundrums of Ricardo’s Prin- 
ciples of Political Economy and Taxation. The Principles is St. Clair’s work 
bench. Sixteen chapters of his Key are given over to a discussion and exegesis 
of the major theoretical issues. Seven chapters are concerned with value theory 
and Ricardo’s controversies with Malthus and Say over the validity of the 
assumption that relative exchange values are proportionate to relative quanti- 
ties of embodied labor. Another seven chapters take up the functional distri- 
bution theory (wages, profits and rents) and the effect that the accumulation 
of capital has on distributive shares. These problems are discussed within the 
framework of Ricardo’s model of an economy with a rising supply price of 
land on which to grow corn. One chapter, the longest in the volume, discusses 
the controversy with Malthus regarding redundant capital, and another grap- 
ples with the differences between Ricardo’s monetary assumptions in the 
Principles and his monetary analysis of the bullion controversy. 

In a foreword, W. H. Hutt writes that the author started twenty years ago 
“to write an elementary introduction to the theory of value.” Somewhere along 
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the way there was a digression to Ricardo (or perhaps it all began there?) 
and the deviation culminated in the volume under review. This biographical 
item is significant because it explains somewhat why so much space is de- 
voted to Ricardo’s value theory and, more important, why this is interpreted 
as it is. St. Clair looks upon value theory as providing the theoretical frame- 
work for the explanation of individual prices and, with this in mind, says 
“Ricardo made a great mistake in assuming that demand only exercises an 
occasional and temporary influence on price” (p. 350). But was this such a 
“great mistake”? Joan Robinson, in The Accumulation of Capital (Ricardo’s 
major concern), discusses the question of how to deal with normal long-run 
prices in an economy undergoing growth (accumulation). She concludes, as 
Ricardo did, that despite the complications introduced by varying quantities 
of fixed and circulating capital, “the labour theory of value . . . remains valid 
as a rough generalization, for differences in output per head are much greater, 
as between one line of production and another, than the differerces due to 
these various qualifications.” 

If a “key” to Ricardo is desired, it is essential to understand that his start- 
ing point was profits. His was an investigation of the effects upon profits when 
accumulation takes place in a closed economy that faces the dilemma of a 
rising supply price of the major wage good. Since with an increasing popula- 
tion, a decrease in the marginal facility of producing wage goods requires a 
higher and higher proportion of the labor force to produce for its own con- 
sumption, the net surplus (profit) diminishes over time. The discussion of 
this aspect of Ricardo’s theory is quite adequate, but the weakness of St. 
Clair’s interpretation stems from his failure to relate the theory of value to the 
aggregate income distribution and growth model, as well as from his inability 
to appreciate the necessity for simplifying assumptions. The author’s near- 
sightedness in ihis respect is revealed in such statements as “Ricardo made a 
capital error when he decided that differences in the quality of labor could 
be neglected” (p. 51). He is disturbed with Ricardo’s methodology since 
there is never, in reality, a single rate of wages or profits. The same difficulty 
is apparent from St. Clair’s failure to comprehend Ricardo’s need to assume 
that the quantities of embodied labor were the major determinant of relative 
exchange values. 

He does not show an understanding of the problems of a theorist qua the- 
orist; he does not comprehend that Ricardo’s simplifying assumptions were 
necessary to prevent his major principle from being drastically affected by 
nonstrategic variables in the system. 

Ricardo’s Principles grew out of a revision of his An Essay on... the 
Profits of Stock, a rewriting required by criticism directed at the Essay. In the 
latter, he had begun by looking at the average rate of profit as the ratio of 
“surplus produce” to the amount of invested capital; he argued that the major 
determinant of a change in the average rate of profit would be a change in 
the labor cost of wage goods (of which corn was the index). The cost to 
society of these wage goods, accordingly, was the labor necessary to produce 
them, and any residual was profit. Thus a rise in the cost of wage goods would 
bring a fall in the rate of profit. Now Malthus, among others, argued that 
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wages could rise without any effect upon profits, since high wages would bring 
higher prices. If this argument was right, Ricardo said, “it appeared that prof- 
its could never really fall, whatever accumulation of capital there might be.” 
As it was Ricardo’s contention that a rise in the costs of wage goods would 
mean lower profits, he had to include in his aggregate model a method of prov- 
ing that real prices could not change when wages rose. Relative prices were 
proportionate to relative quantities of embodied labor and not dependent upon 
relative wages, so that when wages changed there were no significant changes 
in the quantities of embodied labor. The chapter, “On Value,” was included 
in the Principles to indicate the degree to which a change in wages would affect 
relative prices, and while Ricardo was never completely satisfied with the re- 
sults, still he must be evaluated in these terms and not, as St. Clair has done, 
in terms of a theory of value dealing with the price considerations of utility 
theory. While St. Clair has made use of the ten-volume Sraffa edition of Ri- 
cardo’s Works, he has not taken full advantage of the new material published 
therein, and of Sraffa’s enlightening editorial commentary. His Key does not 
succeed in communicating an understanding of what the controversy between 
Ricardo and his critics was all about. 
JouN P. HENDERSON 
University of Illinois 


Ocherki sovremennoy burzhuaznoy politicheskoy ekonomii SShA. (Outline of 
the Contemporary Bourgeois Political Economy of the U.S.A.) By I. G. 
Biyumin. Academy of Sciences of the USSR, Institute of Economics. 
(Moscow: Gospolitizdat. 1956. Pp. 279. Rbl. 6.75.) 

This is the first comprehensive critique of American economic theories that 
has appeared in the USSR during the last quarter of a century. It consists of 
three long chapters, covering the history of economic thought in the United 
States and modern theories of monopoly, business cycles, and antidepression 
programs. A short epilogue provides a sketch of American communist eco- 
nomic writings. The author, Izrail Grigorievich Blyumin, has since the late 
thirties been the foremost, if not the only, Soviet authority on British and 
American modern economic thought. He edited the Russian translation of 
J. M. Keynes’ The General Theory of Employment, Interest and Money 
(Moscow: GIIL. 1948. Pp. 398), and wrote The Critique of the Contemporary 
Bourgeois Political Economy of England (Moscow: GIPL. 1953; in Russian), 
which included among other things a critique of Keynes. 

Blyumin’s review of the history of American economic thought briefly 
covers all leading economists from Alexander Hamilton through Thorstein 
Veblen, with the most space given to the “most famous and influential Ameri- 
can bourgeois economist,” John Bates Clark. Blyumin’s generalization from 
this history is that, from the very beginning, the advocacy of the utilitarian 
approach towards the state and the idea of using the government in the in- 
terests of capitalism was the most immanent feature of American economic 
thought. 

Blyumin finds that today there are no distinct schools of thought among 
modern American theoreticians, although many individual differences do 


BOOK REVIEWS 161 


exist. The following are the common characteristic features of modern Ameri- 
can economists: they deny the historical character of economic phenomena 
and of the economic system of capitalism; they ignore the social nature of 
economics and tend to consider economic processes as purely technical or 
even mechanical functions; they deny the objective character of economic 
laws and advocate voluntarism and subjectivism; they unduly exaggerate the 
significance of psychological factors in economic life; they concentrate on the 
study of consumption and exchange, and underestimate the importance of 
production. 

In the field of applied economics Blyumin finds that there are today only 
two broad groups of economists: the advocates of a regulated economy (he 
lists A. H. Hansen, L. R. Kline, S. E. Harris, A. Lerner), and those who still 
defend laissez faire (F. H. Knight, G. Terborgh, L. von Mises). The former 
group is said to be a majority today; the latter group Blyumin calls “the last 
of the Mohicans.” 

Blyumin’s critique of modern American studies of monopoly is more politi- 
cal than economic. Having defined monopoly as just a big business with the 
predominant share of the market, he thinks that the task of economic theory 
is to fight monopoly because it is unjust and reactionary. He finds that there 
are two “tactics” among the American economists today: one tries “to spread 
the illusion that there is no domination of monopolistic capital in the U.S.” 
(J. M. Clark and G. J. Stigler); the other “attempts to justify monopolies” 
(F. Machlup, E. Chamberlin, E. G. Nourse, J. A. Schumpeter). The result is 
that “no American bourgeois economist wants to fight the monopolies.” It 
seems that Blyumin’s critique would have profited had he taken into account 
the progressive (in Marx’s opinion, too) aspects of big business, such as the 
economies of scale, concentration of capital, space for new technologies, “so- 
cialization of labor” (using Marx’s words), etc. 

In his critique of American business-cycle theories Blyumin maintains that 
American economists have failed to develop a comprehensive and consistent 
theory of a single and universal cause of depressions. The theories of the 
multiplicity of causes (J. M. Clark, W. C. Mitchell, A. F. Burns, H. G. Moul- 
ton, A. G. Hart) he criticizes as pragmatic and eclectic. He scoffs at the for- 
malistic and mechanistic statistical studies of business cycles. Closely inter- 
woven with this critique is Blyumin’s critique of the programs and policies to 
combat depressions. Since they are based on the theory of multiple causes, 
they propose multiple ways out. He rejects one by one the main premises of 
the antidepression programs as insufficient to prevent depressions. He fails to 
examine, however, what happens if the numerous antidepression levers are 
used not separately but together: their total impact upon the business cycle 
is obviously stronger than of each of them individually. 

While criticizing the inflationary fiscal policies aimed at the regulation of 
the business cycle (A. H. Hansen, W. S. Vickrey, e¢ al.), Blyumin thinks 
mostly in terms of the physical composition of national product, but within 
the static model only. As soon as he proceeds to consider the growth and the 
role of government expenditures, he begins to have doubts. He concludes that 
if one continues to think only in terms of the physical composition of national 
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product, “even a temporary increase in business activity due to militarization 
becomes incomprehensible.” So he attempts to take a step away from the old 
premises and declares that at least “at the beginning,” “at the starting stage” 
of the cycle defense expenditures produce a “possibility of some growth in 
total demand,” and hence business activity is generated. However, in final 
analysis, “this means only the postponement of the crisis,” because the “‘mili- 
tarization of the economy produces only a deforming impact upon the capi- 
talist business cycle, but it never can abolish its basic laws.” This is as far as 
Blyumin has gone in his “revisionism.” 

It can be noted here that, in fact, it was not necessary for Blyumin to scrap 
so completely the postulate of the physical composition of national product in 
order to explain the role of government expenditures in avoiding depression. It 
was only necessary to start from the dynamic model of national product (the 
model of enlarged reproduction, speaking in Soviet terms). If overproduction 
is the main cause of depression, and this is what Blyumin believes, too, and 
the role of the depression is to periodically eliminate the surplus factors of 
production accumulated on the eve of the depression, then it is logical to say 
that permanent defense production and many other unproductive government 
expenditures fulfill the role of the depression by liquidating through the un- 
productive use the excess factors of production. The overproduction of com- 
modities and the depression are thus avoided. This explanation, though a 
Marxist one, may be unacceptable to Blyumin, however, because, firstly, it 
was suggested as early as 1918 by the late “enemy of the people” Nikolay 
Bukharin, and, secondly, it casts a shadow of doubt over the unwarranted 
predictions of the inevitability of future depressions. 

Blyumin’s book is very often unnecessarily polemical. Polemics is an ac- 
ceptable way of writing, but it is not always convincing. 

VsEvoLop HoLuBNYCHY 

Columbia University 


Economic History; Economic Development; National Economies 


Architects and Craftsmen in History: Festschrift fiir Abbott Payson Usher. 
Edited by Joseru T. Lamaie. (Tiibingen: J. C. B. Mohr [Paul Siebeck]. 
1956. Pp. xiii, 172.) 

The scholar to whom these essays are dedicated would be the first to 
demur at a description of himself as the greatest of American economic 
historians, not only because of his own inherent modesty, but because he 
would say—has said—that such superlatives are irrelevant if not meaningless. 
Largely because of his personal reticence, he has to date missed much of the 
recognition that his work and personality deserve; but his influence and 
reputation will continue to live and grow both through his own published 
works and through the generation of students whom he trained. This slender, 
unusual volume of homage by a distinguished group of scholars with inter- 
national reputations goes far to rectify the injustices of indifferent fortune; it, 
too, will live—a fate infrequently reserved for Festschriften. 

Rarely have discussions of scope and method been made more palatable 
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than in this series of bio-bibliographical essays on a dozen of the world’s 
great economic and social historians (including three or four who passed as 
economists) by nine of the discipline’s most able current practitioners. If 
some matters remain obscure—well, that is to be expected in discussions of 
methodology. 

F. C. Lane, writing on “Some Heirs of Gustav von Schmoller” in the 
opening essay, and W. N. Parker in his refined and restrained closing essay 
on Usher himself, provide the most penetrating philosophical discussions of 
scope and method. Lane successfully shows that while the historical school 
of economists gradually died out (or became reintegrated with the main stream 
of economic thought), its basic premise that economic life takes place “within 
societies differing from each other and given internal coherence . . . expressed 
primarily in [distinctive] political and economic institutions” (p. 38) has 
been generally accepted by economists, as well as other social scientists. 
Parker’s remarkably brief and lucid essay permits one to see how, by devoting 
himself to a search for “limited generalizations” within limited and well- 
defined but highly significant areas of human endeavor, Usher succeeded in 
contributing more to an ultimate synthesis of social science than any number 
of system-builders and world-viewers. 

The intervening essays are more directly biographical, and of considerable 
human interest as such, since in every case the authors were either students 
or close friends and collaborators of their subjects. Moreover, by telling how 
each man approached his own work, they too shed some light on the broader 
issues; in one or two instances, more than a little. Edgar Salin elaborates on 
“Sombart and the German Approach.” Bradford Wells describes how 
M. I. Rostovtzeff made the study of the economic life of ancient times a 
subject of great importance for classicists, but could not bring himself to 
formulate or accept broad generalizations therefrom. The late Lucien Febvre 
presents a highly personal eulogy of Marc Bloch. Henri Pirenne’s celebrated 
contributions to the study of medieval history are appreciatively reviewed 
and defended by Charles Verlinden. M. M. Knight’s perceptive essay on 
Henri Sée sheds further light on questions of scientific and historical method, 
subjects to which Sée addressed himself formally on more than one occasion. 
By contrast, Arthur Montgomery’s purely biographical sketch of Eli Heckscher 
permits one to see how the latter’s environment, personality, and public 
service were reflected both in his choice of subjects and procedures. 
W. H. B. Court, in one of the finest essays in a fine collection, shows us 
how J. H. Clapham came by his “empiricism,” a subject doubly interesting 
in view of the fact that Usher himself has written on it at some length. 

In sum, the book does not pretend to be a history of economic histori- 
ography, but it does retrace a path among most of the methodological stum- 
bling blocks which have littered the way in the development of the discipline. 
It will be of great value, therefore, to all those interested in economic history, 
the novices and the amateurs as well as the professionals. It is particularly 
gratifying to report the important contribution of one of Usher’s own last 


‘Harvard students. This, together with the time, patience, and erudition of 
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volume appears (in the series of the Friedrich List Gesellschaft), constitute 
one of the highest tributes that could be paid to Usher’s scholarly career, and 
render further comment on its significance unnecessary. 

Ronpo E. CAMERON 


University of Wisconsin 


The Political Economy of Growth. By Paut A. Baran. (New York: Monthly 
Review Press. 1957. Pp. x, 308. $5.00.) 

This book makes a bold attempt to analyze the state of the world on 
orthodox Marxian lines. It exhibits to a remarkable degree both the merits 
and the shortcomings of the Marxian technique of “socio-economic” analysis. 
Its racy style, its sustained and often brilliant invective, its indignant temper, 
its tendency to make far-reaching generalizations on insufficient and selected 
evidence, its capacity to pose important questions, is each so reminiscent of 
the great founder of Marxism that it might well be hailed as a present day 
version of Das Kapital. Where the book falls short of true Marxian standards 
is in failing to come to grips with the central issue of the Marxian theory 
of history—which Marx, if he were alive today, would certainly have tackled 
—namely, why it is that the proletarian revolution failed to materialize in 
countries in the advanced stages of capitalism (which, on the Marxian theory, 
were ripe for socialism) and occurred instead in countries like Russia and 
China where bourgeois capitalism never properly established itself. 

The book falls into two main parts, with a loose connection between them. 
The first part (comprising Chapters 2-4) is concerned with advanced capitalist 
countries, the second part (Chaptcrs 5-8) with backward countries. The 
major thesis of the first part is that in the advanced countries of “monopoly 
capitalism” the problem of overproduction, stagnation, crises, et al., is bound 
to become steadily greater, and technological progress steadily less. The main 
thesis of the second part is that it is the very existence of countries of ad- 
vanced capitalism which prevents the economic development of the back- 
ward countries, since any such development is “profoundly inimical to [their] 
dominant interests.” Hence the overthrow of capitalism in the advanced coun- 
tries is a prerequisite of the removal of the perpetual squalor and misery in 
which the underprivileged two-thirds of humanity now live. 

Both of these are disputable propositions, but it is in dealing with the 
advanced countries of “monopoly capitalism” that Baran’s analysis is/at its 
weakest. He is in agreement with the view that it was the growth of capitalist 
enterprise which made the rich countries rich, and it was the failure of 
capitalism to spread to the backward areas which kept them poor. Rising 
living standards require relatively high rates of economic growth over sus- 
tained periods (at moderate rates of growth the consequential increase in 
population swallows up the benefit); such high rates of growth require a 
technical dynamism which is associated with capitalist enterprise, and not 
with precapitalist enterprise. Thus “Marx and Engels accepted in essence 
the insistence of the classical economists on capitalism’s giant contribution to 
economic development. Yet, not wedded to the now dominant capitalist 
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class . . . they were able to perceive the limits and barriers to progress inherent 
in the capitalist system . . . they were able to comprehend the era of capitalism 
as merely creating the prerequisites for a development of humanity that 
would lead far beyond the confines of the capitalist order” (p. 5). What 
Marx and Engels certainly did not perceive or comprehend was that in the 
course of the development of capitalism (and its transformation from “com- 
petitive capitalism” to “monopoly capitalism”) not only would the productive 
powers of man rise to many times their previous level, but the standard of 
living of the working classes would rise pari passu with the rise in production. 
They certainly did not comprehend that the development of capitalism is 
consistent with a tenfold r e in real wages per man hour in the course of a 
single century (to take the admittedly “extreme” case of the United States). 
On the contrary, the transformation of capitalism into “monopoly capitalism” 
was to be attended by a growing polarization of society between a small class 
of exploiters and the vast mass of the exploited, and the growing “immisera- 
tion of the proletariat.” 

Now throughout Baran’s laborious attempt (occupying almost 100 pages) 
to show that the growth of “monopoly capitalism” proceeded exactly as Marx 
and Engels predicted (plus the further features added by Lenin), one central 
feature of that process, the “immiseration of the proletariat,” is conspicuous 
by its absence. Yet the “immiseration of the proletariat” is not some incon- 
sequential aberration of Marxian thought which the neo-Marxist can cast aside 
with a shrug of the shoulder. It is the very essence of the story—both in dem- 
onstrating why the progress of capitalism necessarily involves bigger and bigger 
crises of overproduction and why it must lead to an increasingly revolutionary 
atmosphere that brings about its ultimate collapse. Baran admits, not that 
wages ever rise above the “subsistence minimum” in a capitalist country, 
but that “as a matter of historical fact [the subsistence minimum] is any- 
thing but such a firm floor. It is rather a continually moving escalator, and 
there can be no doubt that what was considered to be the ‘subsistence mini- 
mum’ at any given time—at least in the advanced capitalist countries—has 
been a rising quantity of goods and services” (p. 55; italics in the original). 
But what determines the movement of this “escalator”? Since “there is con- 
siderable evidence that the share of wages in the national income has dis- 
played a remarkable stability during the entire period for which information 
is available” (p. 56) it is presumably governed by the rise in the productivity 
of labor! 

This admission that the share of wages in income remained constant “in 
the course of the last five or seven decades—the period commonly associated 
with monopoly capitalism”— involves the author in a host of contradictions, 
and is far more damaging to his whole case than he realizes. In the first place, 
since the growth of monopolies necessarily involves “vaster and vaster profits” 
—not just absolutely of course, but in proportion to turnover—how can it fail 
to depress the share of wages in total income? As Baran well knows, taking 
enterprises in the aggregate, the margin of profit on turnover and the share of 
profits in income come to the same thing. But if the share of profits did mot 
rise, what remains of the contention that the effect of monopolies is to raise 
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prices (in relation to costs) and to restrict output? The whole problem of 
distribution is central to his thesis (just as it was central to Marx’s theory) 
but it is left entirely in the air, unexplained.* 

In the second place, the whole thesis of the Unmanageable Surplus on which 
Baran rests his case of the “incompatibility of sustained growth with the 
capitalist system” falls to the ground once it is realized that the “surplus” 
of production over consumption increases only absolutely, and not propor- 
tionately with the growth of production. Marx’s (and later Lenin’s) view 
that with the growth of productive powers there is an increasing threat to 
the capitalist system due to growing difficulty of “realizing surplus value” 
was predicated upon the assumption that the “intensification of the productive 
powers of labor” implies a continuous increase in “surplus value” which 
meant of course an increase in the share of profits in output, and not just an 
absolute increase in profits. Baran puts himself in an extremely weak position 
in upholding the Marxian thesis whilst abandoning the main assumption on 
which it is based. For unless the “surplus” does increase relatively and not 
just absolutely the “growing inadequacy of investment in relation to the 
volume of economic surplus under conditions of full employment” (which 
is Baran’s main contention) cannot be established. As he himself emphasizes 
in another context (p. 69) there is no basis for the view that the nature of 
technological innovations and discoveries requires a lesser investment of 
capital (in relation to production) than, say, a century earlier, so that the 
proportion of income that requires to be invested to maintain any given rate 
of growth of production is.no smaller today than it was a hundred or fifty 
years ago.” 

At one place (pp. 60-61) he appears to seek refuge from this dilemma by 
arguing that it is not the size of the surplus but its uneven distribution (be- 
tween large monopolistic firms and small competitive firms) which is the 
cause of the trouble. But this again does not answer his problem, unless it 
could be shown that the investments of large monopolistic firms, in propor- 
tion to their turnover are smaller than those of the competitive firms. Since 
however these monopolistic firms are assumed to be growing faster than the 
economy as a whole (as they are constantly encroaching on the field remain- 
ing to competitive business) and as their capital requirements per unit of 
production are likely to be as great if not greater (since they are supposed 


*In a footnote referring to Marx (p. 58) the stability in the share of wages in the 
face of growing productivity is attributed to “the efforts of trade unions to offset the 
pressures of monopoly and to maintain wages in some relation to prices and profits.” 
Yet on the previous page it is denied that trade unions have any power to raise the share 
of wages through increases in money wages so long as producers are free to adjust prices 
so as to protect their profit position. 

*\Nor is there any statistical basis for the view that the proportion of profits (net of 
taxes) devoted to capitalist consumption shows a declining tendency. He might have been 
on firmer ground if he had attempted to deduce a chronic tendency to oversaving from 
the rise in savings out of wage and salary earners’ savings due to the “steady rise in 
conventional standards of subsistence” (which is Baran’s euphemism for a rise in real wages) 
since this would imply (given the share of profits in income, and given the propensity to 
consume out of profits) a rising propensity to save for the community as a whole. 
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to maintain a large volume of excess capacity) no such conclusion can be 
derived from the premises. 

There is finally the argument that the growth of monopolies causes a slow- 
ing-down of the rate of economic growth, not on account of excessive prices 
and profit margins, but on account of the reduction in the speed of techno- 
logical change and adaptation. “The competitive firm will be compelled by 
competition to introduce the new machine regardless of the concomitant capi- 
tal losses or be driven out of business by its old or newly arrived competitors 
now able to produce and to sell more cheaply, while the monopolist is ex- 
posed to no such pressure” (p. 79). The danger that a capitalist economy 
loses its “technical dynamism” as a result of the growth of monopolies cer- 
tainly exists. But if this occurs it must be reflected in a diminution in the 
rate of growth of the productivity of labor per man hour. Baran makes no 
claim anywhere that the rate of growth of labor productivity has slowed down 
in the “advanced” capitalist economies over the last fifty years. 

The plain fact is, that despite the disastrous periodic interruptions to the 
process of economic growth (such as occurred in the 1930’s) the capitalist 
countries did grow, for the last 200 years or so, at decennial rates that were 
30 to 40 times as high as those which prevailed through many previous cen- 
turies. Indeed, if this had not been the case, the twentyfold difference in 
income per head between the advanced and the backward regions could not 
have arisen. And there is no evidence to show that this process is coming to 
an end. Despite the growing concentration of production in the hands of 
giant corporations, neither the rate of technological advance, nor the growth 
of the purchasing power of the masses has shown any marked slowing-down 
as compared with earlier periods. While the growth of the giant corporations 
involved a highly undesirable concentration of power (both political and 
economic) in the hands of a few individuals, it did not, contrary to all Marx’s 
predictions and Baran’s assertions, involve an increase in economic inequality. 
The difference in living standards between the American millionaire and 
worker is considerably less, not greater, than it was a century ago; it is 
enormously less than the difference in standards between the Arabian sheik 
and the fellah. 

By comparison the analysis in the second part of the book on the roots and 
morphology of backwardness is far more interesting, and it is here that Baran 
poses really important questions. The main question is, why if the growth of 
capitalism was a spontaneous process in the present-day advanced countries, 
did it not extend to the others? Baran’s answer is that the growth of industrial 
capitalism in these areas has been prevented by Western political and eco- 
nomic domination. Just as the industrial revolution in Britain was greatly 
helped by the plunder of foreign conquest, so the very same plunder, by 
robbing the conquered areas of their surplus, prevented the emergence of 
capitalist enterprise. Added to this, the commercial policy imposed on colonial 
territories was invariably such as to preserve whatever market for manu- 
factured goods existed for the industries of the imperialist powers. The one 
Asian country which managed to escape Western political domination in the 
19th century—Japan—did, in fact, attain capitalist development as rapid 
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as that of any “Western” country, after the shackles of feudalism were shaken 
off with the Meiji Restoration. 

And despite the retreat of the crude 19th century type of colonialism, 
Western imperialism, in Baran’s view, remains the main obstacle to the 
development of the underdeveloped regions today. For it is solely the aid and 
support of Western capital and Western governments which keep in existence 
“a political and social coalition of wealthy compradors, powerful monopolists 
and large landowners dedicated to the defense of the existing feudal-mercantile 
order. Ruling the realm by no matter what political means—as a monarchy, 
as a military-fascist dictatorship, or as a republic of the Kuomintang variety 
—this coalition has nothing to hope for from the rise of industrial capitalism 
which would dislodge it from its positions of privilege and power. Blocking 
all economic and social progress in its country, this regime has no real 
political basis in city or village, lives in continual fear of the starving and 
restive popular masses, and relies for its stability on Praetorian guards of 
relatively well kept mercenaries” (p. 195). The sheiks of Arabia, the military 
dictators of Venezuela and other Latin American countries, of certain Asian 
and some European countries, ultimately all owe their existence to the support 
of American and British capital and political influence. In the absence of 
Western invasion and penetration, the other backward areas with greater or 
less speed, would all have gone the way of Japan. “Depending . . . on the in- 
ternal strength of their pre-capitalist social orders and on the intensity of the 
antifeudal pressures, bourgeois revolutions and the development of capitalism 
were more or less effectively resisted and retarded. Nowhere would they have 
been indefinitely prevented” (p. 162). 

This is a suggestive picture which obviously contains an element of truth. 
But it is doubtful whether it can provide a universal explanation. Not only 
Japan but Siam too remained outside the sphere of Western domination and 
influence in the 19th century (largely owing to the rivalry of Britain and 
France who held each other in check), yet nothing resembling the Japanese 
development occurred in Siam. The Latin American countries threw off the 
yoke of Spanish and Portuguese domination not long after the end of British 
colonial rule in America, yet their subsequent economic history took a com- 
pletely different turn. Australia, New Zealand and Canada, on the other 
hand, became high-income countries like the United States though they 
remained under British colonial rule through the greater part of the 19th 
century. Lastly, Western penetration and influence could hardly be con- 
sidered as a major factor in preventing the economic development of Central 
and Southeastern Europe. 

Baran is undoubtedly right in stressing that “a correct answer to the 
question” of “why it is that in the backward countries there has been no 
advance along the lines of capitalist development that are familiar from 
the history of other capitalist countries” is “of the foremost importance” 
(p. 136). But his own answer concentrates too much on one particular aspect 
of the question to the exclusion of others. He pays too little attention (in my 
view) to the importance of a progressive agriculture which alone can provide 
the growing food surpluses necessary for industrialization; and he under- 
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estimates the extent to which the reactionary political regimes which hinder 
social and economic development draw their strength from a native feudal 
landowning class, rather than from foreign economic interests. Though in 
some countries Western economic interests are undoubtedly instrumental in 
maintaining “comprador regimes,” it is, to say the least, a gross exaggeration 
to suggest that the economic development of the underdeveloped countries is 
“profoundly inimical” to the dominant interests of Western capitalism. The 
development of Germany, Japan, Switzerland and other relative latecomers 
of advanced capitalism has raised, and not lowered, the economic welfare 
of the older industrialized countries, such as Britain and America—both 
through the consequential increase in the demand for their products and 
through the enlargement in the scope of international specialization and trade. 
In the same way the real income of the United States and Western Europe 
would be considerably enhanced, and not jeopardized, through the economic 
development of the peoples of Asia, Africa and Latin America. 

But aside from the purely economic aspect, the development of the under- 
developed regions is in the most profound interest of the countries of the 
West for the sake of the survival of those political and social institutions in 
which both America and the countries of Western Europe believe. For in the 
long run rapid industrialization under capitalism is the only effective antidote 
to communism. The “Praetorian guards of well-kept mercenaries of the 
comprador regimes” will not, in themselves, prove capable of withstanding 
revolutionary pressures indefinitely if they continue to serve a feudal- 
mercantile order which blocks all economic and social progress—not after 
the experience of Russia and China had demonstrated that the communist 
combination of economic planning and political dictatorship is capable of 
securing rapid economic development. The only alternative is to seek to 
transform the political and social institutions of these countries in directions 
that foster the development of their potential productive powers, and to 
provide large-scale economic assistance. It is undoubtedly true that the 
exigencies of the cold war have recently tended to make the U.S. government 
dangerously conservative in its attitude towards political and social reform 
in the backward countries, and the appropriations under the Point Four pro- 
gram, have been very meagre in relation to the size of the problem. This no 
doubt is shortsighted; but it is a recent (and let us hope, purely temporary) 
development, and not an inherent and ineluctable consequence of the capitalist 
system. Though some capitalist countries have been, or are, imperialist, the 
United States in particular can boast of a long tradition of anticolonialism; 
and the record of far-reaching social and political reform of the U.S. ad- 
ministration in Japan (under the leadership of that notorious radical General 
MacArthur) is in itself a sufficient refutation of Baran’s thesis that the 
countries of Western capitalism are invariably the supporters of feudal and 
reactionary forces. 

It is unfortunate that Baran’s brilliant intellectual powers could not be 
employed more constructively—in persuading his countrymen what they ought 
to do about the underdeveloped countries, instead of telling them that what- 
ever they do is bound to be wrong. By insisting that the economic and social 
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system in which they firmly believe is not only thoroughly rotten but abso- 
lutely hopeless he makes it impossible for many of his readers to take him 
seriously when he exposes the real shortcomings of American policy. 
NICHOLAS KALDOR 
King’s College, Cambridge 


The Economics of Under-Developed Countries. By P. T. BAvER and 
B. S. Yamey. A volume in the Cambridge Economics Handbooks Series. 
(London: James Nisbet. Cambridge: Cambridge University Press. 1957. 
Pp. xiii, 271. 10s 6d.) 

This compact book is a useful addition to the literature of economic de- 
velopment. It criticizes in a summary way the major propositions concerning 
economic growth now in the literature, and every student of growth will have 
to take account of a number of the arguments presented in it. 

The book opens with a discussion of the problems of measuring national 
income, capital, the labor force, and the distribution of employment. The 
remainder of Part I, “Descriptive and Analytical,” presents various facts 
about underdeveloped economies and considers various propositions about 
economic development. These are sorted out under the traditional heads, 
Natural Resources, Human Resources, and Capital. Part II, “Government 
and Economic Development,” which constitutes somewhat more than 40 
per cent of the volume, slices the material somewhat differently. After a 
statement of the authors’ viewpoint and a general appraisal of the role and 
functions of government come successive chapters that deal with govern- 
ment policies aimed at accelerated capital formation, specific policies affecting 
agriculture, and specific policies affecting manufacturing. In a symbolic sense, 
it is appropriate that this volume marks the entry of Milton Friedman into 
joint editorship of the Handbooks series, for in their general viewpoint con- 
cerning the role of government the authors are not only within the same 
extended family as Friedman; they are his blood brothers. 

In the course of Part I, the authors here and there present delightful 
analyses of a number of standard arguments. They repeat the criticism they 
have expressed before of Colin Clark’s thesis that tertiary industry grows 
relatively as economic development proceeds. They summarize nicely the 
rationale of the extended family in a subsistence economy, and argue per- 
suasively that in their economic choices the laborers of an underdeveloped 
country are as rational and as shrewd as “moderns.” Their denunciation of 
the view that capital is “the” key to development is succinct and cogent, 
- as is their statement of the reasons to doubt the importance of the inter- 
national demonstration effect. 

The last chapter of Part II also deals with a number of theses which have 
appeared in the literature. In opposing government action as entrepreneur, 
the authors attack the arguments that a minimum lump of capital is needed 
, to permit development to begin, that industrialization and economic de- 
velopment are equivalent, that the terms of trade run against underdeveloped 
countries, that balanced growth managed by the government is necessary 
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for development, and that economic diversification is per se a virtue. While 
I agree in general with the Bauer and Yamey position concerning most of 
these theses, yet much of the argument in this chapter seems to me to be 
much less sturdy than that in Part I. 

The chief virtues of the book, it seems to me, lie in Part I. The coverage 
(as supplemented by Part II) is broad. While many economists will disagree 
with some of the hypotheses presented, nevertheless the authors present reason- 
ing and evidence not previously stated as neatly in print, of which account 
must be taken. The authors evidence a refreshing knowledge of the facts of 
economic activity in underdeveloped economies. In general the reader will“ 
come away from the book with a heightened respect for the economic acumen 
of the peoples of those economies. Finally, the authors do not attempt to 
explain all economic change or lack of it in underdeveloped countries on eco- 
nomic grounds; they show a pleasing awareness of the role of noneconomic 
influences. If their comments about these factors are sometimes, in my view, 
not sufficiently penetrating, yet in general they are a marked advance over 
those of a number of other economists who have theorized about development. 

Part II, on the other hand, after a clear statement of the “individualistic” 
viewpoint of the authors, is in my judgment so ex parte in advancing that 
viewpoint as to lose much of its value. Repeatedly a demonstration that a 
policy does not necessarily produce an intended good result becomes sufficient 
reason for opposing it. For example, an 18-page chapter presents the following 
arguments against compulsory saving by government to finance development: 
(1) economic growth is not necessarily desirable; (2) increased capital may 
not increase the rate of economic growth; (3) compulsory saving may not 
increase capital formation, for private enterprise may do a better job; and 
(4) compulsory saving has undesirable effects. The empirical evidence which 
strongly suggests that compulsory saving has increased the rate of growth is 
not discussed, nor is the question whether compulsory saving which does 
increase the growth rate is good or bad. One-dollar-one-vote, without regard 
to the distribution of income, is assumed to be a desirable mechanism in 
determining the course of economic development, but beyond an appeal to 
dispersion of decision-making power the theoretical basis of this position is 
not discussed. More’s the pity, for a strongly reasoned presentation of the 
viewpoint the authors hold would be a useful contribution to the literature of 
economic development. 

Moreover, unfortunate loose statements appear here and there throughout 
the book. For example: the volume of foreign direct investment (including 
presumably that in oil and mineral extraction) “is a reliable index of in- 
dependent opinion on the economic prospects of the local economy” (p. 143); 
while price-fixing redistributes income, “it does not reallocate purchasing 
power” (p. 169). 

But let not the reader of this review assume that because of such flaws he 
can afford not to read the book. 

E. E. Hacen 

Center for International Studies 

Massachusetts Institute of Technology 
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Economic Development: Theory, History, Policy. By GERALD M. MEIER 
and Ropert E. Batpwin. (New York: John Wiley and Sons. London: 
Chapman & Hall. 1957. Pp. xix, 588. $8.50.) 

Meier and Baldwin have turned out an extremely interesting and useful 
addition to the rapidly growing body of literature on economic development. 
As the title suggests, it is a mixture of economic theory and economic history, 
and also considers in some detail the noneconomic as well as economic factors 
that must be considered in the making of policy decisions. While it does not 
contain everything that this reviewer would like to see in a text on the subject, 
as far as it goes, it is extremely good. 

It is unfortunate that the introduction, “Studying Economic Development,” 
is pedestrian in tone and that Table C, which takes up a complete page (p. 11) 
and is crammed with all sorts of useful data relating to “per capita income 
and related measures” in 53 countries, is not even mentioned much less ex- 
panded upon in the chapter. However, fortunately, Part I which follows covers 
the theories of economic development offered by major Western economists 
in a very creditable manner and more than makes up for the awkward begin- 
ning. Smith, Ricardo, Marx, J. B. Clark, Marshall, Young, Cassel, Schumpeter, 
Harrod, Domar and Hansen are covered in a mere 125 pages, but the writing 
is so precise as to leave this reader with a distinctly favorable impression. 

This impression held through Part II, “Historical Outlines of Economic 

‘ Development,” a “structured history of some of the more significant forces in 
international development.” While the outlines of the Industrial Revolution 
and the growth of a British-dominated international economy in the eighteenth 
and nineteenth centuries will hardly come as surprises to economists, the facts 
are presented with a perspective which emphasizes the temporal differences in 
the rates of development of different nations. The outline of Great Britain’s 
economic history is especially intended as a check on the theories presented 
in Part I, and serves admirably to point out the limits of these theories. 

Part III, “Accelerating Development in Poor Countries,” deals with the 
basic characteristics of poor countries, the obstacles to their development, 
their general requirements for development, domestic policy issues (the role 
of government, education and health, public utilities, etc.), international 
policy issues (tariffs, technical assistance, etc.), and the prospects for develop- 
ment of these poorer nations. It is at this point in the general organization of 
the text that the authors and the reviewer part company. The authors do an 
excellent job of outlining the numerous factors which account for the lack 
of development of the less advanced countries. They cite in some detail the 
socio-cultural, demographic, natural- resource, and financial aspects of their 
economic situations and even go so far as to offer three pages of topics for 
case studies which cover the outlines of these topics thoroughly. However, 
the authors themselves have not seen fit to include even one case study in 
their otherwise excellent text. Given the currently great professional interest 

in the plans for economic development of Soviet Russia, Communist China, 

India, Pakistan, and other nations, it is surprising to find that not one of 

these plans is covered in the book. This is perhaps the text’s chief defect: 
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it is extensive rather than intensive in approach. It is distinctly possible, in 
the absence of carefully prepared case studies presented in class by the 
instructor, that the student may become confused as to the way in which the 
various factors described in Part III come together in real life. For example, 
in discussing the role of the government, in one paragraph (p. 365) the 
situations of Ceylon, India, Pakistan, the nonself-governing territories of 
Africa, and Turkey are briefly mentioned. In another paragraph (p. 393), 
in a discussion of monetary policy, the situations of Cuba, Ceylon, Egypt, 
Turkey, the Caribbean countries and Thailand are briefly mentioned. While 
these are the more extreme cases, they suggest the extensiveness of the 
approach. This writer would very much prefer to have seen at least one 
good case study of a “poor” national economy inserted at this point to tie 
the various topics together and show how they are related. 

Part IV, “Maintaining Development in Rich Countries,” is redundant in 
some respects. It considers economic development as a policy goal, it cites 
the economic characteristics and trends of the wealthier nations, lists their 
general requirements for maintaining development, and briefly discusses their 
present prospects. While the order of discussion is different, substantially the 
same nations and topics are discussed in Part IV as in Part II, and as with 
Part II, the impression gained is that this is a warmed-up albeit distinctly 
palatable dish of European economic history. Perhaps this is of no con- 
sequence, and it is possible that in some teaching situations, it may even 
be an advantage. 

For those students who may be interested in pursuing the subject of 
economic development further, a two-page list of periodicals and three 
appendices listing selected readings in the socio-cultural aspects of develop- 
ment, development programs and plans, and case studies of development, are 
provided at ihe end of the text. 

As might be expected of a book of approximately 600 pages which covers 
so broad a subject, there are a number of matters about which a reviewer 
might quibble with the authors. Suffice to note that the next time this reviewer 
gives a course in economic development he will unhesitatingly use this text. 
For all of the criticism which can be leveled at it, the book is comprehensive 
and well written, and will undoubtedly stimulate interest in the field among 
those who most need to be stimulated. 

SIDNEY KLEIN 

Rutgers University 


I problemi dello sviluppo economico con particolare riguardo alle aree arretr- 
ate. Vol. LIV (New Series) in: Pubblicazioni dell’Universita Cat- 
tolica del Sacro Cuore: Contributi dell’Istituto di Scienze Economiche, 
Serie IV. (Milan: “Vita e Pensiero.” 1956. Pp. vi, 430. L. 2300.) 

This book contains a collection of papers by nine different authors on 
various aspects of the problem of economic development. In its preface Pro- 
fessor Francesco Vito, the director of the Institute of Economic Sciences at 
the Catholic University of Milan under whose able direction the volume was 
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published, points out that to limit the scope of their analyses contributors 
have dealt primarily with the problems of “backward” as distinguished from 
“underdeveloped” and “depressed” areas and have emphasized facts and 
relationships pertaining to the Italian economy. 

In an introductory essay by Vito on the present status of economic 
development theory and its possible applications to the Italian case, the 
author states that the ambitious notion that economists may succeed in 
evolving a theory of economic development valid for all types of economies, 
whatever their social, institutional or cultural background, must be aban- 
doned. Equally untenable is the assumption of a basically uniform process 
of development through which the world’s economies are supposed to pass. 
In Vito’s view the economic development of the West is a special case not 
likely to be repeated. Classical doctrine holds that the competitive system 
tends to equalize income levels of various countries. Yet, experience shows 
that differences stubbornly persist. Why is this so? To facilitate analysis, 
one must distinguish, Vito says, between a theory of development for back- 
ward areas and a general theory of economic development. The first must 
seek to explain the apparent inability of certain economies to break “the 
closed circle of poverty”; the latter must deal with variations in the rhythm 
of economic development in different societies at any one time or in the 
same society at different times. 

After discussing narrowness of local markets, lack of fixed social capital, 
lack of savings, monopolistic or quasi-monopolistic advantages possessed by 
foreign enterprises seeking to exploit local natural resources and the hin- 
drances to development of backward areas deriving therefrom, Vito turns to 
an analysis of the Italian case which is, in the main, that of the still eco- 
nomically backward South. What, he asks, are the “strategic” factors which 
can best further development there? His reply serves as an introduction to 
the papers contained in the remainder of the volume which are mainly devoted 
to detailed analyses of individual factors of importance in the Italian devel- 
opment process. 

Nino Andreatta follows Vito’s essay with a paper on technological factors 
in economic development, in which the importance of a constantly high degree 
of technological efficiency in the productive process is emphasized. There is 
then a study by Corrado Bonato on the social and economic aspects of 
mechanization in Italian agriculture in which, after some interesting inter- 
national and regional comparisons, the effects and problems of agricultural 
mechanization in Italy in recent years (from 59,000 tractors in 1949 to 
119,000 in 1953) are discussed. Ercole Calcaterra analyzes the problem of 
more intensive agricultural development versus an early effort at indus- 
trialization and stresses the importance of agriculture in the early stages 
of the development process. Four papers deal with the financial aspects of 
development. Cesare Brasca discusses development and fiscal policy with 
special attention to policies designed to aid backward areas which are part 
of larger territorial and political units. Capital formation and credit policy 
are studied by Franco Feroldi and the functions of the banking system with 
regard to these are explored. Siro Lombardini discusses advantages and 
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limitations of quantitative methods in analyses of the productivity of invest- 
ments in relation to the formulation of development policy. Giancarlo Maz- 
zocchi studies reinvestment of undistributed profits by business enterprises and 
its effects upon development with special reference to recent Italian experi- 
ence. His work indicates a gradual growth in importance of this mode of 
financing, a relative decline in importance of the Italian private capital market 
and a concurrent growth of investment financing through public entities. 

The remainder of the volume deals with topics which are less closely re- 
lated. Economic development in Marxist thought with special reference to 
Italian contributions (which are found not to have been very significant) is 
discussed by Franca Duchini; Vito analyzes the problem of population and 
economic development and that of economic progress as an objective of eco- 
nomic policy. Italy, he states, cannot by itself alone achieve truly effective 
development but must be aided in its efforts by foreign capital and by more 
liberal immigration policies abroad. The volume closes with a paper by 
Giancarlo Mazzocchi in which the results of the International Congress on 
Backward Areas recently held in Milan are analyzed in the light of similar 
work currently done in other countries. 

Limitations of space prevent a fuller discussion of the content of individual 
papers and of the place of this scholarly volume in the rapidly growing litera- 
ture on economic development. It must suffice to say that, although varying 
in length and detail, all the papers which it contains give clear evidence of 
much careful thought on the part of their authors and do, collectively, repre- 
sent a contribution clearly worthy of the attention of the student of economic 
development problems. 

Wriiam G. WELK 

Washington, D.C. 


India: The Awakening Giant. By W. S. Woyttnsxy. (New York: Harper & 
Brothers. 1957. Pp. xv, 201. $3.75.) 

This readable and anecdotal version of the current Indian scene encom- 
passes all aspects of life—political, economic, social and cultural. It reviews 
the colonial heritage, Indian spiritualism, the resource base, economic plan- 
ning, education, village uplift, international relations and foreign policy, and 
world ideologies, as well as the patterns and strategies of economic develop- 
ment. The book has the grand sweep of the traveler who has not spent long 
enough in any one place for the complexities and confusions to assail him. 
The author feels he has the key to understanding India and it is this “simple 
fact that, in an environment and under conditions that are strange to us, she 
is shaping her future according to the pattern which is common to us and our 
friends and allies, indeed the common pattern of the free world.” In inter- 
preting India to the American public, the author’s approach is on the whole 
very friendly and sympathetic to Indian sensibilities and leadership. Thus 
he relates India’s “neutralism” to our own historic preoccupation with stay- 
ing out of entangling alliances when we were a new nation. Likewise he tries 
to minimize the gulf between America’s private enterprise system and India’s 
recently proclaimed “socialist pattern” by pointing out that American capital- 
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ism has moved a long way from the rugged individualism of the nineteenth 
century and that conversely India’s socialist pattern falls far short of all-out 
socialism. In fact under Mr. Woytinsky’s facile pen this gulf dwindles to mere 
semantics. 

At times, however, he lapses into the role of interpreting India and India’s 
needs to the Indians—and here he is not so successful. He takes Indian intel- 
lectuals to task for their misreading of the Russian experience and their 
mistaken notion that India can learn something from Russian economic plan- 
ning even though India proposes to conduct its planning within the frame- 
work of a political democracy. The author’s admonitions on this count say in 
effect that development can only come table d’héte and never cafeteria-style— 
either the capitalist model or the socialist one, and never the twain shall meet. 
Who can tell? Eclecticism is never so neat and tidy as ideological purity, but 
it may none the less prevail and confound the purists. 

The author’s point of view becomes clearer when he discusses the meas- 
urement of economic growth and the relation of heavy industry to develop- 
ment. Though he does not take exception to the specific capital allocation 
to the steel industry in India’s second five-year plan, he implies that Indian 
intellectuals have uncritically accepted what he dubs the “Iron Calf” fetish of 
heavy industry, i.e. concentration on the building of a heavy industry core 
as the base for future industrialization. His advice that consumer-goods in- 
dustries should cume first and that they should import their machinery needs 
may fall rather flat in India where for the past hundred years there has been 
a large textile industry which has imported its equipment from abroad without 
any appreciable economic development ensuing. He sidesteps the whole ques- 
tion of the role of investment in basic industries as an instrument for increas- 
ing consumer purchasing power—and hence the demand for consumer goods, 
channeling an adequate proportion of the additional output into new invest- 
ment, and providing a diversified economic structure. There is no serious 
discussion of the very real dilemma confronting countries desirous of becom- 
ing industrialized and raising their living standards—the dilemma of how to 
weigh present needs against future abundance, i.e., the advantages and the 
costs of rapid development of heavy industry as compared with proceeding 
at a more leisurely pace letting the consumer-goods industries take the lead. 
Instead he gives a lecture on the importance of the doctrine of comparative 
advantage which decrees the promoting of industries in line with the indi- 
vidual country’s resource assets and limitations. These strictures may be 
pertinent to some countries which aspire to build up a heavy industry though 
they lack essential raw materials for it, but not to India since, quite aside 
from the dynamics of development, India is eminently suited to the produc- 
tion of steel for her own use and for export. She has a comparative advantage 
here due to her abundant raw materials of high quality in close proximity 
to each other. 

It is the author’s contention that institutional changes which would in- 
crease output without additional capital formation have not been thoroughly 
explored. He is no doubt right. Certainly agrarian reform, the education of 
the masses, and overhauling of the rural distributive and credit mechanisms 
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and of the caste structure have not gone very far. Genuine development re- 
quires these institutional changes but not as an easy alternative to capital 
formation—these reforms may in fact be even more difficult to achieve than 
a stepped-up rate of savings and investment. Action is necessary on both 
fronts and in all probability there is an interaction between them. 
HELEN B. LAMB 
Cambridge, Massachusetts 


The Agrarian Prospect in India. By Dante, THorNER. (Delhi, India: Delhi 
University Press. 1956. Pp. 89.) 

This is a significant book although a short one. It is important for a 
variety of reasons. First, it deals with one of the major factors influencing 
the future economic development of India; as well as a major problem in 
many of the underdeveloped countries of the world. Second, Daniel Thorner 
is easily one of the best informed economists, in India or outside of it, on 
the agricultural sector of the Indian economy. He is also a provocative and 
persuasive writer, and this book is a most stimulating one. Third, and pos- 
sibly most important, it is among the pioneer works in the subject because of 
its method, which relies heavily on actual field investigations and visits to 
almost 100 villages in many Indian states, rather than on library sources. It 
is inevitably a preliminary work that can only scratch the surface of the 
highly complex system of social and economic relationships in India. However, 
if it stimulates further original research of a similar nature, and further 
ideas, in this complex field it will have made a major contribution to social 
science in India, as well as to our knowledge of Indian society. 

The main points of this volume, which was initially a series of lectures 
at the Delhi School of Economics, may be briefly summarized. Thorner pre- 
sents the hypothesis that the existing system of legal, social and economic 
relationships on the land acts as a “built-in depressor” to the economic 
development of India. This system is characterized by a many-layered hier- 
archy of rights to agricultural produce with numerous classes and subclasses 
of proprietors (absentee or resident), tenants and landless laborers.t (The 
exact relationships vary widely from state to state.) The effect of this system 
is to deprive the actual “tiller” of the soil of the rewards of his efforts, and 
to siphon those rewards to the land-owners who in many cases are not the 
actual farmers. Thus the farmer has neither the incentive nor the resources 
to invest in the land or improve his methods to raise output, nor the income 
to purchase manufactured products from the industrial sector. At the same 
time the landlord has everything to gain by maintaining the existing system 
of relationships which preserves his high income as well as his social position. 
This system of agricultural relationships is supported by, and in turn sup- 
ports, other facets of the rural-agricultural society—the caste system, the 
money-lending system, the fragmentation of holdings, etc——and when com- 


*It would have been desirable to have presented some statistical support for this analysis. 
The lecture character of this volume may not have made this possible. However, Thorner 
has written several subsequent articles. See Indian Economic Review (August 1956), 


and Economic Weekly (June 8, 1957). 
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bined with the continued pressure of the population on land results in stag- 
nant agricultural output. Unless drastic change occurs to break this system 
of rights on the land, the economic development of India will be thwarted. 
The drastic change Thorner feels is necessary is a program to give the land 
to the actual “tiller” of the soil. 

Using this hypothesis as a touchstone for his analysis, Thorner then ex- 
amines the land-reform legislation of the various Indian states, and finds 
that in almost all cases the legislation is inadequate to deal with the problem. 
It is inadequate either in its conception, which often accepts as a basis the 
existing structure of rights, or in its enforcement. Both of these inadequacies 
reflect the political and social power of the landlords. The reform Thorner 
feels is necessary has not been achieved, except in Kashmir. 

The argument is powerful: the hypothesis logical and well supported, and 
the analysis of land-reform legislation in the various states persuasive al- 
though preliminary (it has been criticized by other students of the subject). 
However, the author has not, to this reader, made his economic case for the 
reform he advocates. In order to do so he would have to show that the “land- 
to-the-tiller” reform would raise agricultural output. In fact, he cites one 
state—Andhra—where there has been a major improvement in the condition 
of agriculture without land-reform legislation, but notwithstanding, shifts in 
caste position and political power have had major effects. He is highly critical 
of the Bombay land-reform law though rents have been drastically reduced; 
and elsewhere he implies that limits on land-holdings of 15-20 acres are too 
high. Certainly land reform.is necessary—reduction of rents, protection of 
the tenant in his rights, supply of adequate credit facilities at reasonable 
interest rates to all farmers, reduction of the large uneconomic estates—but 
whether a “land-to-the-tiller” program which for example, might result in 
further fragmentation of land would achieve the desired economic goal is 
doubtful. The author hopes so, largely on psychological grounds—he has not 
proved it. 

In conclusion, although Dr. Thorner has not proved the case for the type 
of reform he advocates, he has written a powerful and persuasive book on the 
need and importance of land reform in India. It is among the pioneering 
efforts in method used in this highly important area of study. For both these 
reasons it is must reading for anyone interested in the future of India’s agri- 
culture, and probably for anyone interested in the development problem in a 
similar country. 

GrorcE RosEN 

Center for International Studies 

Massachusetts Institute of Technology 


The Economic Development of Jordan: Report of a Mission Organized by 
the International Bank for Reconstruction and Development. (Balti- 
more: The Johns Hopkins Press. 1957. Pp. xvi, 488. $7.50.) 

This book falls into two parts: a Summary Report setting out the main 
background to the economy of Jordan and summarizing the sector programs, 
and a Main Report which expounds the sector programs in more detail. The 
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aims are to increase Jordan’s productive resources, reduce her dependence on 
foreign funds, and increase the standard of living of the population. To 
achieve these aims, the book offers and explains a ten-year program of public 
expenditures. History and geography combine to make Jordan’s problems at 
once urgent and difficult. 

The main Report deals with land use, mines and minerals, industry, trans- 
portation and communications, education and public health, housing and 
community services, money, banking and foreign trade, public finance, and 
the financing and execution of the development program. Many tables of 
statistical data are provided. 

Agriculture accounts for nearly half of Jordan’s total output in the pri- 
vate sector. The Report, therefore, attaches primary importance to the agri- 
cultural sector. Jordan’s population of nearly 114 million is growing at a rate 
of 3 per cent per annum (nearly one-third of the total population being 
refugees from the Arab-Israeli conflict); hence, the urgency of raising the 
output of agriculture. The Mission recommends that steps be taken to in- 
crease the productivity of rain-fed agricultural areas, and to increase the 
water resources of the irrigation-fed areas. For the former objective it recom- 
mends mechanized weeding and the use of tractors in the production of field 
crops. Wheat is the staple food of Jordan; the sketchy treatment given to 
wheat production in the Report suggests that the Mission felt that wheat 
could be imported relatively more cheaply than Jordan could produce it. It 
seems that this accounts for the Mission’s emphasis on finding external mar- 
kets for Jordan’s other products like fruits and vegetables. Mechanized til- 
lage and weeding may do much to improve the output of agriculture. How- 
ever, improved storage and transportation facilities may be no less important 
if not more immediately urgent. Most countries like Jordan lose a substantial 
portion of the annual agricultural output through wastage, rot, and bad 
handling. These aspects of the agricultural problem are dealt with in the 
Report; however, in your reviewer’s opinion, the emphasis placed on the use 
of tractors will give the reader (and more dangerously the policy-maker) the 
impression that the most immediate solution of Jordan’s agricultural problem 
is to be found in mechanization. 

The Report recommends the revival of the potash and the extension of the 
phosphate industry. In both activities the help of foreign technical experts 
would be required. A number of industrial projects are also recommended. 
The success with which these secondary industries will develop will depend 
ultimately on how fast the production of the staple foods can be accelerated 
or else imported cheaply from abroad. 

Transportation receives the largest slice of public funds. This is justifiable 
in view of the impetus it will give to the distribution of products and the 
general push it will give to other projects. The Mission suggests that no 
new rail links be undertaken; existing lines are to be improved through re- 
organization and the adoption of Diesel engines. On the other hand, road 
development is to be pushed forward, particularly the Amman-Aquaba road. 
The development of rural roads will do much to bring additional produce to 
market. 
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The Report appropriately calls attention to the shortage of technical and 

ministrative skills which may hold up the execution of the development 
program. Purely technical skill can be imported although it may be expensive. 
Ultimately, the shortage of higher administrative skill may prove to be a much 
more serious bottleneck than the shortage of purely engineering skills—a fact 
not readily appreciated by nationalist policy-makers in underdeveloped areas. 
Engineering skills can be acquired readily by intensive training; administra- 
tive skill requires years of experience, and underdeveloped areas are appar- 
ently in a hurry. 

This Report maintains the standard of the best ones published so far by 
the World Bank. None of the reviewer’s critical comments is meant to detract 
from the merits of such a sober and excellent work. 

Prus OKIGBO 

Nuffield College, Oxford 


Ocherk istorii promyshlennosti SSSR (1917-1940). By E. Y. Loxsuin. (Mos- 
cow: Gosudarstvennoye Izdatel’stvo Politicheskoy Literatury. 1956. Pp. 
320. 7 rbl.) 

The Outline of History of the Industry of the USSR, 1917-1940, by Efraim 
Yudovich Lokshin, is one of the best studies of its kind that have appeared 
in the Soviet Union. This book may be accepted by the reader as compara- 
tively objective and scientific. 

In his foreword the author states that his intention was to write a history 
of the development of Soviet industry, and not to provide a detailed eco- 
nomic analysis of its growth. This distinction is sound enough, and, although 
the book is too sketchy to serve as a complete history, it fulfills its purpose 
nevertheless. 

Lokshin’s history covers the period between the Revolution of 1917 and 
the German attack on the Soviet Union during the second world war. Hence 
it embraces the most critical period in Soviet industrialization: the first two 
five-year plans. The author promises to bring his history up to modern times 
in his second volume. 

Besides the usual chronological framework, Lokshin also adopted for his 
work the following system of standard measures of historical growth: (1) 
Structure of the national economy and of industry: (a) ratio of the contribu- 
tion of industry and that of agriculture to the national income or product; 
(b) ratio of capital to consumer-goods output within the gross industrial out- 
put; (c) share of such leading industries as machinery, electrical, chemical, 
etc., in the gross industrial output. (2) Volume of industrial output: (a) share 
of national industry in world industrial output for the most important com- 
modities; (b) ratio of national industrial output per capita of population 
to that of foreign nations. (3) Technical and economic indices of industrial 
production: (a) appearance of new commodities and industries; (b) indices 
of the electrification and mechanization of production and the introduction of 
new technologies; (c) indices of the concentration and specialization of pro- 
duction; (d) indices of labor productivity. (4) Measures of technical and 
economic independence of foreign countries: (a) structure of exports and 
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imports; (b) ratio of imports to domestic output for the most important 
commodities. 

Lokshin used this system of measures to evaluate step by step the levels 
of development of Soviet industry in the course of its history. However, he 
did not always limit the scope of his inquiry to this framework. His descrip- 
tion of various aspects of industrialization is even more complex. 

Of course, a critical economist might hesitate to accept all the statistical 
data used by Lokshin at face value. Since he used only traditional data and 
since they include such series (discredited by Soviet statisticians themselves) 
as, €.g., gross industrial output indices in terms of 1926-27 prices, the preci- 
sion of his calculations is bound to be doubtful. But since, on the one hand, 
he did not use the data as a basis for economic analysis, and on the other 
hand, his use of the data was homogeneous and uniform throughout, his 
method can be relatively acceptable for the limited purposes of economic 
history. In fact, it is quite probable that few historical facts and events in 
Soviet economic history would change their meaning and significance if the 
average annual rate of growth of the gross output of industry were to be 
revised from, say, 20 to 18 or even 15 per cent. 

Lokshin’s work however invites criticism with respect to some other aspects. 
His treatment of the origin of the 199.5 billion rubles (in terms of 1955 
prices) of capital invested by the Soviet government in industry during the 
first two and a half five-year plans is rather superficial and inadequate. In 
explaining the origin of this capital Lokshin uses the formula coined by Stalin 
in his History of the CPSU/b/, Short Course: that previously the peasants 
had had to pay rent to the landlords, Russia had had to pay huge interest 
on foreign debt, etc. These “internal sources” were saved by the Soviets after 
the revolution for the purpose of industrialization. Such an explanation of the 
origin of today’s capital is not really an explanation at all. 

In this connection Lokshin’s treatment of the purposes of collectivization 
of agriculture is also inadequate. Although he recognizes that the old NEP 
sources and methods of capital formation were sufficient to provide enough 
capital only until 1930, and that by that time an acute need for more capital 
arose (p. 187), he misses the point when he concludes that heavy industry 
itself was going to provide this capital (p. 188). According to his argument 
the collectivization of agriculture provided industry only with labor (pp. 
185-86). But Lokshin says nothing about the introduction of the new sys- 
tem of compulsory deliveries of collective-farm produce to the state at 
monopsonistically low prices, about the resale of this produce by the state to 
the consumers at monopolistically high prices, and about the appropriation 
of the resulting huge monopolistic profit into the state budget by the means 
of the turnover tax. This system came into being in 1930-1933, i.e., exactly 
at the time of acute need of capital for the continuation of industrialization, 
and this is where the bulk of the capital comes from in the USSR even today. 

There are other disputable but thought-provoking ideas in Lokshin’s book. 
There are also many interesting new findings published for the first time. He 
finds, for example, that the rate of growth of the light industries in the 
USSR started to lag behind that of the heavy industries even during the 


182 THE AMERICAN ECONOMIC REVIEW 


period of the NEP. He says that defense production started in the USSR 
on a mass scale in 1932 and immediately produced a slow-down in the rate 
of growth of the gross industrial output. His scrupulous description of all 
the zigzags of the continuous reform of the system of government manage- 
ment of industry also merits praise. 
VsEvoLoD HOLUBNYCHY 
Columbia University 


Business Fluctuations 


Fluctuations, Growth, and Forecasting: The Principles of Dynamic Business 
Economics. By SHERMAN J. Matset. (New York: John Wiley & Sons. 
London: Chapman & Hall. 1957. Pp. xv, 552. $7.50.) 

The appearance of another text in a field already so well supplied is un- 
likely to arouse undue enthusiasm. I will therefore say immediately that 
Maisel has written both a different and an extraordinarily good book. He has 
managed to assemble an astonishing array of analytical machinery, to describe 
it clearly and concisely, and to show its relevance to decision-making in a 
changing economy. The publishers have provided a legible type and well- 
drafted diagrams, and have produced what is, by contemporary standards, an 
attractive volume. 

An adequate summary of the contents of this text could hardly be given 
in a reasonable amount of space, but the following statements may convey 
some notion of its coverage.’ The book consists of 25 chapters, arranged in 
five parts. Part I (five chapters) deals with the general principle of decision- 
making, economic growth and fluctuations, and the structure of the American 
economy. Part II contains only two chapters: one on the choice of data for 
decisions; the other on tools of macro- and micro-analysis. Part III is called 
“Studies in Spending Decisions.” Here there are nine chapters on consumers, 
business, and government, with case studies applying the analytical concepts 
developec. Part IV is entitled “Forecasting,” though the first of the four 
chapters is concerned with cycle theory, the next two with the history of 
domestic cycles since 1913, and only the last with forecasting as such. Part 
V, finally, consists of five chapters concerned with economic policy formula- 
tion by government, business, and private persons. 

The modest size of the volume may be misleading. Maisel’s treatment is 
brief but by no means superficial, and a typical chapter contains enough 
material to keep most students profitably occupied for some time. A chapter 
on long-run growth, for instance, covers in some 20 pages such topics as 
growth factors, secular trend, stagnation, long waves, and intermediate trends, 
followed by a substantial case study. Instructors who wish to supplement this 
text in one-semester courses will need to consider carefully how much addi- 
tional matter their students can handle. 

Although Maisel treats decision-making in all sectors of the economy, his 
emphasis is on the problems of business firms. This fact, together with the 
author’s own academic connection, suggests that his text is specially suited 
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for use in schools of business, and the suggestion is confirmed by detailed 
examination of the book itself. I believe, nevertheless, that many instructors 
in liberal arts institutions would do well to give this text a triai. Students 
who can never understand what theory is all about should find Maisel’s 
discussions illuminating. 

In concluding what is meant to be a very favorable review, I must confess 
to some bias in favor of anyone who can write page after page of clear 
exposition in literate English. 

RicHarD V. CLEMENCE 

Wellesley College 


Money, Credit and Banking; Monetary Policy; 
Consumer Finance; Mortgage Credit 


Central Banking after Bagehot. By R. S. Savers. (New York and London: 
Oxford University Press. 1957. Pp. 149. $2.90.) 

This volume brings together ten recent lectures and essays on central 
banking by Professor Sayers, about half of which are made available to the 
English-reading public for the first time. The discussion ranges from the 
historical development of English central banking to descriptions of the post- 
war London and New York money markets, from the theoretical basis of 
central banking to central banking in underdeveloped countries. Throughout 
there is evident not only the author’s considerable command of his subject, 
but also his ability to render palatable—even, at times, lively—discussion 
that in less skillful hands might become tiresome. 

While the range of subjects is wide, there is a persistent theme that recurs 
often. It concerns Sayers’ conception of central banking, which is at once 
both broad and limited: broad in the sense that Sayers opposes fixed rules 
or conventions for central banking techniques; but limited in the sense that 
the goals of monetary policy are determined outside of the purview of the 
central banking authority. Sayers would oppose, that is to say, both those 
who prefer “rules” to “authority” in central banking and those who would 
have the central bank pursue its own goal—e.g., price stability—independ- 
ently of the fiscal authority. 

Consequently, the emphasis throughout is on central banking techniques; 
or, more specifically, on the need for changing techniques as changes occur 
over time in both the goals and the institutional setting. This emphasis lends 
a realistic tone to the author’s review of the history of English central bank- 
ing (which comprises roughly half of the book), and leads him to ques- 
tion whether postwar developments imply a break with traditional central 
banking principles or simply the search for new means of implementing these 
principles. 

. . . first there was mercantile credit, then foreign lending, and now 

perhaps stock exchange speculation or consumer credit. If this is so, it 

is entirely in keeping with the basic tradition that the central bankers 
should seek out these newly important sensitive spots and find weapons 
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by which they can be touched. The central bank should . . . be ready to 
use any device it can find to control the behaviour of the financial system 
in the interest of the “employment policy” adopted by the government. 


The essence of central banking, for Sayers, lies not simply in employing tradi- 
tional bank-rate or open-market technique, but in ever seeking the (chang- 
ing) sensitive points in the financial structure and devising new means of 
imposing its influence in the direction higher social policy dictates. 

From this Sayers develops a more fundamental point. The rationale of 
central banking is simply the changing nature and composition of the supply 
of money—or, better, liquidity. The reason that a set of rules cannot sup- 
plant discretionary authority is that it is impossible to stratify financial insti- 
tutions in such a way that liquidity is a simple and constant entity. Conse- 
quently there can be no rules governing the supply of liquidity that can be 
universally applicable. “We have central banks for the very reason that there 
are no such rules.” 

Perhaps the most interesting application of Sayers’ conception of central 
banking is in his essay on “Central Banking in Underdeveloped Countries.” 
Considerations of space preclude an adequate review of his contributions to 
an understanding of this subject. Suffice it to say that he disputes those who 
would deny central banking a role in a country with “underdeveloped” capital 
and commodity markets, contending rather that while central banking has 
quite a different job to perform and must employ quite different techniques 
in such a situation, there is much that it can do to facilitate economic 
development. 

Of particular interest to economists in this country is the essay entitled 
“The New York Money Market Through London Eyes,” wherein the author 
questions the “bills-only doctrine” of open-market operations. 

While one or two of the essays are already in a sense “period pieces” and 
others may soon be, there is much in this volume of lasting interest to stu- 
dents of central banking. 

Joun H. Power 

Williams College 


Principles of Money and Banking. By Hiram L. Jome. (Homewood, III: 
Richard D. Irwin. 1957. Pp. xix, 622. $6.50.) 


This text, the third in the field of money offered in the Irwin series in 
economics, is doubtless intended to complement the more rigorous treatments 
in Shaw and Halm. Professor Jome’s book is less specifically oriented to the 
economics major, and places much more emphasis on the mechanics and his- 
tory of money and banking than on their relationship to the general level of 
economic activity. 

Section I provides a conventional introduction of the basic functions of 
money. Sections II through V, dealing with the supply of money, regulation 
of banking, and foreign exchange, are developed with a substantial admixture 
of historical material. Part VI covers the area normally termed “monetary 
theory,” but only in terms of the causes and effects of price changes; and 
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only within the framework of the quantity theory and, surprisingly, the 
commodity theory. Part VII, “Controls and Influences on the Value of 
Money,” includes a chapter on the basic problems of individual bank manage- 
ment as well as a discussion of general monetary and fiscal measures. The 
book concludes with a chapter describing the various types of savings insti- 
tutions and loan contracts from the standpoint of an individual depositor- 
investor. 

The chapter dealing with an individual’s use of his bank is an interesting 
addition to the usual topics in a money and banking text, but two other inno- 
vations may create teaching problems. The deposit-creating activities of com- 
mercial banks are analyzed in Chapter 5, while discussion of the managerial 
decisions underlying loan policy is deferred to Chapter 25, where it is handled 
as an aspect of “Controls and Influences on the Value of Money.” Similarly, 
the structure of the Federal Reserve System and its control powers are treated 
in entirely separate sections. While there is nothing illogical about this order- 
ing of materials, it does leave the section on the sources of money in a state 
of suspension through most of the book. 

Both style and content of the book will give it definite appeal to particular 
segments of the market. Jome’s presentation is consciously simplified and at 
times colloquial to the point of slanginess. In the belief that historical back- 
ground is essential to an understanding of present monetary and banking 
principles, he has interspersed the analysis with considerable illustrative de- 
tail. Those instructors who prefer this approach will find the historical ma- 
terial very well developed in most respects. Even the normally muddy going 
of American monetary and banking development becomes lively reading in 
Jome’s hands. The treatment of some of the mechanics of the monetary and 
banking system—in particular, the clearing process, the handling of currency, 
and the legal development and present forms of negotiable instruments—is 
also unusually thorough. 

The book will have less appeal for use in courses in which analysis of the 
relationship of money to the general level of economic activity is stressed. 
Also, in places the historical treatment takes the form of disconcertingly long 
digressions or of irrelevant asides. In Part II, for example, the analysis of the 
types and sources of money is almost lost in the details of illustrations from 
the past. The student of economic doctrine may also be a bit disconcerted 
by the discussion on page 6 in which the author undertakes to distinguish the 
concept of money as a medium of exchange from the Marxian concept of 
surplus value. 

More significant is the general orientation of the book with respect to 
monetary theory. Despite the general tendency toward separate courses in 
money and banking and income theory at the undergraduate level, it is 
startling to find in a text on money only the commodity theory offered as an 
alternative to the quantity theory—and even stranger to find the latter de- 
scribed as having “the advantage of ‘orthodoxy’ and ‘respectability’” at 
present (p. 470). The income-expenditure approach is discussed only briefly 
in a later chapter on fiscal policy. 

Underlying this treatment are views of the role of money which are con- 
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sistent but hardly current. It is doubtful that many economists will share 
Jome’s belief that “the commodity theory has been slighted to a great extent 
in current literature on the value of money, but seems to have enough points 
in its favor to merit careful consideration” (p. 470). 

It is equally doubtful that a majority would share his evaluation of the 
gold standard and his nostaligc observation that “the effective operation of 
the gold standard assumes a rugged strength of national character that many 
countries probably do not possess” (p. 370). Those who do will find the whole 
matter of metallic standards and the contrasting monetary systems of the 
present very adequately presented. Those who do not will find the theoretical 
basis for discussion of monetary and fiscal policies somewhat unsatisfactory. 

Rospert A. CRUTCHFIELD 

University of Washington 


Public Finance; Fiscal Policy 


Die Steuern im Vereinigten Konigreich unter Beriicksichtigung der Entwick- 
lung seit dem Ersten Weltkrieg. By HErpert WEIsE. Kieler Studien, no. 
41. (Kiel: Institut fiir Weltwirtschaft, Universitat Kiel. 1957. Pp xii, 
360, and set of supplementary tables and charts. DiM 40,00.) 

Weise’s book belongs to a series of studies published by the Institute for 
International Economics at the University of Kiel. In the same series in 1954 
the author published an analysis of the British income tax emphasizing its 
economic aspects. The present study deals mainly with problems of tax law 
and does so in great detail. The many tables and charts attached to the book, 
as well as the many examples incorporated in the text showing how taxes 
are computed, have substantial value for a student of comparative taxation. 
Also the present volume is of interest to students of American public finance 
and of British economic institutions. The author’s presentation, as the subtitle 
indicates, emphasizes developments since the first world war. There is also 
adequate discussion of the economic aspects of the various British taxes. 

After a general discussion of the British tax system and of the relationship 
between the major taxes, the author devotes the main part of the book (278 
pages) to a discussion of the taxes levied by the national government. In turn 
the income tax, corporation profits tax, the estate duty, the land tax, stamp 
duties, customs and excises, and finally the purchase tax are considered. There 
is a much briefer discussion of the rates, that is the taxes levied by counties and 
county boroughs. The book concludes with a legal as well as economic discus- 
sion of the problems of double taxation among nations, with emphasis on the 
British practice. 

The American student of public finance will look to Weise’s book mainly 
for items of interest from the standpoint of American experiences and prob- 
lems. It is, first, interesting to note that the British income tax is paid by legal 
persons, i.¢., corporations, as well as individuals. The “earned income allow- 
ance” (presently £450 a year) coupled with an age allowance, making it possi- 
ble to treat small capital income of aged persons as earned, is an interesting 
example of what the author calls “personification” of the income tax, by which 
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he simply means inclusion of social policy goals in the tax structure. The 
diversified deductible allowances are based on social goals too; for instance, a 
life insurance relief is designed to encourage savings. The tax rates have 
been frequently changed; the highest rate of the present structure is 92.5 per 
cent in the bracket above £100,000. Many other aspects of the income tax, 
e.g., the withholding system (called in Britain the pay-as-you-earn system), 
parallel the American practice with minor deviations. 

The corporation tax over and above the income tax is a newcomer to the 
British tax system having been added only in 1947. Each corporation, with 
the exception of those with profits of less than £2,000, pays it in addition to 
the standard 42.5 per cent income tax. The profits tax is 3 per cent for non- 
distributed and 30 per cent for distributed profits and seems to encourage self- 
financing although the author tries to prove by long statistical examples that 
the importance of such a development should not be overestimated. There is 
an interesting treatment of dividends. The individual stockholder counts them 
as part of his income, but in computing his tax he deducts the amount of 
income and profits taxes related to his dividend paid by the corporation and 
shown on a statement which he receives. While, for instance, partnerships do 
not pay the profits tax, all nationalized industries and “statutory undertak- 
ings” (e.g., municipally owned utilities) have been paying this tax, now at 
3 per cent, since 1952. There are some exceptions to this, such as the British 
Broadcasting Corporation. 

The United Kingdom has a relatively unimportant system of property 
taxation. The land tax now has only minor importance, especially since the 
charges since 1948-49 have been fixed and the tax rate is rather low. The 
estate duty is really the only important property tax especially since its con- 
solidation in 1949. At the time of death this duty is levied on the property, 
minus debts and funeral costs, but is paid by the heirs. The tax on the total 
estate shows a rate from 1 per cent for an estate over £2,000 value up to 80 
per cent for an estate over £3,000,000 value. Redistribution of income is an 
obvious reason for such steep rates. 

The stamp duties on documents, etc., and the excises follow general practice. 
It is only worth noting that an effort is made to avoid double taxation. Duty- 
paying imports belonging to categories subjected to excise taxes (such as 
tobacco, beer, alcohol, etc.) are exempt from excises, but their duty equals the 
excise tax. Since 1952 British law has consolidated customs and excises which, 
in view of the British dependence upon imports, is not surprising. The pur- 
chase tax has really no American equivalent. It is paid by the wholesaler 
(producer, importer) on goods sold to the retailer. Again there is an attempt 
not to duplicate excises and customs duties. The ad valorem rates differ from, 
e.g., 5 per cent for shoes to 95 per cent for cosmetics. The author emphasizes 
especially the economic aspects of the purchase tax. On the one hand, it could, 
by diversifying rates, be used as a means of monetary policy; on the other 
hand, it inevitably creates a burden on the export trade, even though exporters 
do not pay it. Production for export is rarely exclusive in a firm and so the 
production for internal consumption, under existing purchase-tax rates, has 
to be taken into account by the producer when he makes up his export plans. 
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The role of rates levied by counties and county boroughs is definitely minor. 
They are paid by the “users” of land and homes (e.g., by the people renting 
an apartment) on the basis of the annual rent. Not only are valuation assess- 
ments now centralized in a London agency, but the rates, varying according 
to county, are not sufficient to cover local expenses and thus create county 
dependence upon grants from the national government (general Exchequer 
contributions) and diminish the freedom of action of the counties. 

The final section dealing with double taxation in international relations 
describes the current British practice, showing by examples how the two 
principles—territorial and personal—of taxation are interwoven in the British 
system to take into account the new position of the United Kingdom in inter- 
national trade as a debtor nation. 

Discounting the rather heavily legal terminology, the book is a valuable 
contribution to tax literature. English terminology is used in parentheses, 
detailed tables and examples contribute to clarity. The American reader will be 
especially interested in the British treatment of corporations, in the purchase 
tax, and in the tax implications of British governmental centralization. 

Jerzy HAUPTMANN 

Park College 


International Economics 


Europe and the Money Muddle. By Ropert TrirFrin. Yale Studies in Eco- 
nomics: 7. (New Haven: Yale University Press. 1957. Pp. xxvii, 351. 
$5.00.) 

As introduction, Triffin begins with a review of the book written by him- 
self. According to this, Triffin expects his book may appeal mainly to “govern- 
ment economists and other self-styled currency or banking experts directly 
concerned with the intricacies of European monetary and exchange arrange- 
ments.” It should also be of interest to other people less directly involved in 
these matters who would like to get an over-all view of the development of 
these arrangements. 

The book is primarily an expanded policy paper. It does not pretend to be 
—nor is it—a detached objective analysis. The background chapters are 
history as seen by Triffin from his position as a participant in its making. The 
book begins with a discussion of why Triffin does not believe in any theory 
of chronic world dollar shortage; the following five chapters cover Europe’s 
postwar recovery, the “failure” of the international currency plans, and the 
various European payments agreements. Then comes a chapter on converti- 
bility and one on conclusions and recommendations. 

Triffin is one of those rare economists who writes English beautifully. He is 
always interesting and stimulating, even if one may not agree with what he 
is saying at some particular point. In this book, he has tried a little too hard 
to be amusing; for example, he prefaces the list of charts and tables: “The 
reader who glances at the charts and tables in the text may save himself the 
trouble of reading the rest of the book.” 

‘In his dedication and footnotes, Triffin pays compliments to a number of 
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former associates. The list is extensive enough to lead anyone knowing the 
people who were concerned with negotiations on European exchange arrange- 
ments to compile a little list of those not mentioned. This list is perhaps even 
more revealing of past policy conflicts and alliances than the former: it 
excludes, for example, all U.S. Treasury and Federal Reserve personnel of the 
time. 

There is one dominant theme running through the book—that there is 
needed an international institutional framework for trade and payments and 
that only through such machinery can there be the necessary harmonization of 
national policies that will limit the spread of recessions and the instability 
resulting from trade and payments restrictions, exchange rate manipulations, 
etc. Within this general theme the dominant note is that regional arrange- 
ments, primarily within Europe, are necessary to achieve these ends. 

In arguing for the latter point, Triffin relies heavily on the test of postwar 
European experience; that is, Western Europe created regional machinery and 
Western Europe recovered rapidly, dismantled its bilateral arrangements and 
has made great progress towards general convertibility. Almost inevitably, 
he overrates the contribution made by the regional machinery to the progress 
of the European countries. The billions of U.S. aid and the countries’ own 
efforts in restoring their economies and the progress made in internal mone- 
tary stabilization were much more important. But, Triffin unquestionably 
has the advantage in the argument with those who maintain that the regional 
machinery slowed progress toward world-wide convertibility since these must 
argue in terms of what might have been while he can point to the fact that 
concrete progress did occur. However, it does not follow that, because in this 
case the International Monetary Fund abandoned the field to the European 
Payments Union, regional machinery is always and forever the better ap- 
proach. 

Why did the IMF fail in this case? I think the answer is missing in Triffin’s 
analysis of the “over-all failure” of the Fund in the postwar period. The Fund 
failed because the United States, the source of the recovery aid, refused to use 
the Fund but instead stimulated the formation of and backed and financed the 
regional organization. The fundamental reason for this vote of no confidence in 
the Fund stems from the original mistake made (for what seemed like very 
good reasons at the time) of not giving the key position in the IMF, the post of 
managing director, to an American that the U.S. government would trust. The 
result was that the Fund as an organization did not receive that degree of 
confidence from the U.S. government that would have made possible the use 
of U.S. aid to Europe to help carry out Fund policies. Another consequence 
was that the directors of the Fund, where the U.S. influence is directly exerted, 
have taken and maintained control of the Fund, with all substantive decisions 
being made day-to-day by a full-time board of 17 members. This is the 
reason why the directors cannot be primarily the policy-makers in their own 
countries, as Triffin believes they should be for the Fund to perform its 
function as an effective forum of negotiation. 

There are a number of historical points where one is tempted to take issue 
with Triffin’s interpretation. One example: he presents 1947 as the year of 
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“crisis” in Europe, while the years from 1948 on are years of recovery. But 
1947 was not really a year of “collapse.” It fits into the same pattern of 
recovery as the last six months of 1945, 1946, 1948 or 1949. The peculiarity of 
1947 did not lie in the $7 billion deficit that Europe ran that year. It lay 
in the fact that the initial postwar arrangements for making U.S. aid avail- 
able to Western Europe (over $9 billion) were inadequate, and by the middle 
of 1947 the funds had been practically all committed and were fast running 
out. The “crisis” of 1947 was the sharp realization by the United States that 
postwar recovery in Europe could not be completed with what had been done 
so far and that a whole new system of aid had to be devised. 

The analytical description of the development of the various European 
payment arrangements should be helpful to all people interested. The book 
contains a useful collection of analytical tables and charts on this period. 
I must say I share Triffin’s prejudice for showing—contrary to the usual 
practice—increases in monetary assets by a plus rather than a minus sign. 

ANDREW M. KAMARCK 

Johns Hopkins University 


The United Nations and Economic and Social Co-operation. By Ropert E. 
AsHER, WALTER M. Kortscunic, WILLIAM ApamMs Brown, Jr., and As- 
sociates. (Washington: The Brookings Institution. 1957. Pp. xi, 561. 
$2.50.) 

The present volume constitutes the economic and social portion of a com- 
prehensive study of the United Nations which was begun by the Brookings 
Institution in 1951. The organization of the material is functional rather than 
bureaucratic, in an effort to appraise the total U.N. contribution to the objec- 
tives of the Charter, rather than to evaluate the performance of each U.N. 
agency in its own designated area. It is a painstaking, thoughtful, and well- 
balanced examination of the one-world dream amid the realities of economic 
and social conflict, and it records in sober tones the modest fulfillments and 
melancholy frustrations of that dream. 

The specific appraisals that emerge seem to fall into a general pattern which 
accords with this reviewer’s own experience while a consultant to the U.N. 
Secretariat. The United Nations has been most effective on the level of specifi- 
cation of important problems, technical studies of these problems, collection 
and publication of current data, and operations with narrowly defined func- 
tions and widely accepted aims (such as the Children’s Fund, the World 
Health Organization, Korean Reconstruction, and technical assistance for 
economic development). It has been least effective on the level of the big 
issues and the expensive, large-scale operations (such as international schemes 
for countercyclical stabilization, and international finance for economic devel- 
opment, especially for the less “credit-worthy” nations). As the authors put 
it succinctly, “a prerequisite for effective co-operation among sovereign gov- 
ernments is not a preponderance of votes but a meeting of minds.” 

The meetings and the votes, which constitute the substance of this volume, 
are well set forth in terms of the procedural record and the stated aims of the 
United Nations. The volume gives rather thin treatment, however, to the 
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overt results and their relation to actual conditions, and consequently the 
“appraisals” are limited in depth. But what economists will miss most of all 
is a full discussion of the ideas and conflicts of ideas which underlie the various 
U.N. activities and debates. The authors touch on some of the theoretical 
issues, such as fixed versus flexible exchange rates, and the interdependence of 
all phases of a developmental process; but on the whole they sidestep the 
theoretical considerations which, by providing the link between a “cause” 
and its “effects,” are indispensable for determining the contribution of a given 
action to “the objectives of the U.N. Charter.” 

Are there in fact certain economic doctrines or doctrinal contrasts peculiar 
to the United Nations and its agencies, or implied in their reports? The affirm- 
ative was indicated at a session of the American Economic Association meeting 
in 1953, when R. F. Mikesell criticized the reports of the central and regional 
secretariats and “groups of experts” for neglecting resource allocation and the 
virtues of the free market, while from almost the opposite pole J. J. Spengler 
criticized the reports of the International Bank’s missions for neglecting certain 
dynamic considerations and the virtues of suitable intervention in the free 
market! (See Papers and Proceedings, this journal, May 1954, pp. 570-99.) 
An ideologic cleavage of this kind, dividing the U.N. agencies into two or more 
conceptually armed camps, might be traced further in many respects: in the 
matter of investment criteria (such as the capital-intensity issue, and the 
debate over “balanced growth”), in the treatment of changes in the terms 
of trade, in the degree of emphasis on structural change (including program- 
ming, tariff protection, and the developmental use of fiscal policy), and in 
general a philosophy of adjustment contrasting with a philosophy of trans- 
formation. 

An investigation of such differences in viewpoint would be an important 
contribution to the semantics of international discourse, and might help to 
shift U.N. debates from repetitive declarations of preferences to the funda- 
mental questions of necessary and sufficient conditions for the ends in view. 
Since the present volume was already too large to include such an investiga- 
tion, it is to be hoped that future studies will be devoted to this conceptual 
matter which is basic to rational policy. 

EpwIN P. REUBENS 

City College of New York 


Eighth Annual Report on Exchange Restrictions. (Washington: International 
Monetary Fund. 1957. Pp. Ix, 375.) 

A complete survey of the exchange practices and payments restrictions em- 
ployed in 72 countries (of which 60 are members of the International Mone- 
tary Fund) is contained in this report. For the most part, the report consists 
of a short summary of recent developments in exchange restrictions, and a 
country-by-country description of exchange and trade practices, as well as 
changes in these practices during 1956. In the introduction it is stated that 
“further progress has been made toward its [the IMF’s] objective of establish- 
ing a fully multilateral system of payments,” but that on the other hand “a 
large majority of the Fund members still retain exchange control . . . and that 
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in many instances it is not possible to predict an early establishment of a 
truly multilateral payments regime.” 

Close examination of the Report reveals the validity of both statements. 
Taking the second statement first, it appears that 49 of the 60 members of 
the Fund still maintain trade and exchange restrictions under the postwar 
transitional period arrangements of article XIV of the Fund’s agreement. 
These restrictive practices vary over a wide range which almost precludes any 
general statement. A great many countries apply restrictive regulations to 
import of goods and services, which in most cases relate both to the type of 
commodity and to the country of origin. Multiple exchange systems are widely 
practiced, and many countries maintain a freely fluctuating rate along with 
one or more fixed exchange rates. 

With regard to the first statement, it is clearly evident that some progress 
toward convertibility was made during 1956, but that it was quite sporadic 
and did not encompass all countries (some nations even tightened their 
exchange restrictions). While the amount of progress made and the manner in 
which it was achieved varied greatly from one country to another, it is possible 
to discern two major patterns which the progress seems to have followed. 

First, in attempting to simplify their exchange systems and facilitate 
improvement in their external position, some countries replaced their compli- 
cated multiple-rate systems with a single fluctuating rate. The fluctuations are 
then moderated by the intervention of the exchange authorities in the market 
(i.e., the exchange stabilization fund technique). Such a policy was adopted, 
for example, by Bolivia, Chile and Colombia. In most cases this change was 
accompanied by restrictive monetary and fiscal measures designed to improve 
the external position of the country. This trend demonstrates in part the 
unwillingness of countries to rely entirely on internal adjustments for the 
restoration of equilibrium in their balance of payments. It reflects a compro- 
mise between the need for exchange stability on the one hand, and the desire 
for domestic price and employment stability on the other. At least in some 
countries it is possible to distribute the burden of adjustment between ex- 
change fluctuations and restrictive monetary and fiscal policies. While this 
system is contrary to the postwar decision in favor of exchange stability (with 
certain provisions for discontinuous alterations when permission is granted by 
the IMF), it may, for some countries, be the only way to achieve converti- 
bility. It is quite possible that the successful experiment of Peru with such 
a system is responsible for its adoption by other countries (see S. C. Tsiang, 
“An Experiment with a Flexible Exchange System: The Case of Peru 1950- 
1954,” IMF Staff Papers, Feb. 1957, V, 449-76). 

The second trend which emerges from the Report is the relative success 
and widespread adoption of regional schemes. Regional economic arrangements 
were fostered during the postwar era not as an end in themselves, but as a 
stage in the progress toward a complete multilateral system of trade and pay- 
ments. It appears now that the Organisation for European Economic Co-opera- 
tion countries in Europe are gradually liberalizing their trade; that new regimes 
of trade and payments have been established between certain European and 
South American countries (the “Paris Club” including Argentina and 11 
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European countries, and the “Hague Club” including Brazil and 8 European 
countries) ; that progress has been made towards the European common market 
(including 6 European countries); and that discussions are under way about 
regional payment arrangements in South America and a custom union for the 
Scandinavian Countries. All these arrangements seem to have brought about a 
larger degree of currency transferability and more liberalized trade. Through 
strengthening the region’s economic position, they subsequently enable further 
relaxation of restrictions on trade with countries outside the region. 

The Report also discusses in detail the policies regarding capital movements, 
and can thereby shed light on the attitudes of underdeveloped countries 
toward foreign investments. While some of these countries still impede the 
inflow of foreign capital or at least are neutral toward it, many of them 
apparently do realize the importance of foreign investments for their economic 
development. At least 11 such countries grant preferential treatment to foreign 
capital. The preferential treatment ranges from pure laws of protection of the 
investments to their exemption from corporation taxes and import duties. 
Most laws include provisions for repatriation of capital and profit. 

The Report is written in an informative manner. However, for the student 
of international finance who is interested in the general progress toward con- 
vertibility rather than in practices of individual countries, a more extensive 
summary would be helpful. On the other hand, the economist who is interested 
in exchange and trade developments in particular countries, would benefit 
greatly from some discussion of the economic conditions which gave rise to 
these developments. 

MorpeEcual E. KREININ 

Michigan State University 


New Emphasis un Economic Development. (Washington: International De- 
velopment Advisory Board. 1957. Pp. 18. Free.) 

The Role of Foreign Aid in the Development of Other Countries. (Chicago: 
Research Center in Economic Development and Cultural Change, Uni- 
versity of Chicago. 1957. Pp. 88. 30¢.) 

The Objectives of United States Economic Assistance. (Cambridge: Center 
for International Studies, Mass. Institute of Technology. 1957. Pp. 73. 
25¢.) 

American Private Enterprise, Foreign Economic Development, and the Aid 
Programs. (Washington: American Enterprise Association. 1957. Pp. 68. 
25¢.) 

Economic Development Assistance. (New York: Committee for Economic 
Development. 1957. Pp. 37. 25¢.) 

Report to the President by the President’s Citizen Advisers on the Mutual 
Security Program. (Washington: Supt. Docs. 1957. Pp. 36. 50¢.) 

These six recently published reports on the appropriate role of U. S. foreign 
aid in promoting economic development present a broad cross-section of views 
on several major policy issues. By and large, however, the reports are charac- 
terized by advocacy rather than analysis. In only a few instances do they pro- 
vide useful discussions of the factors to be evaluated in reaching a decision on 
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a given problem, although in some cases one is able to get a reasonably clear 
idea of the nature of the problem by reading several reports together. 

There appears to be general agreement that the ultimate objective of de- 
velopment assistance is the promotion of more mature, stable, and democratic 
societies. While most of the reports do not examine the means by which such 
aid may lead to these objectives, we are presented with two different hypotheses 
on the contribution of development aid: increased political stability may re- 
sult from the process of development itself, or—a more questionable assump- 
tion, and at best one of long-run character—from higher levels of income. The 
first hypothesis appears in both the International Development Advisory 
Board (I.D.A.B.) and Chicago studies, though it is understandably developed 
most completely in the Massachusetts Institute of Technology (M.I.T.) study: 

The existence of an aid program may affect the objectives of a country’s 
leaders; even before substantial growth is achieved, such a program “can 
sharply alter . . . [the leaders’] conception and evaluation of the choices they 
confront. Specifically, it can reduce the relative attraction of aggressive foreign 
policies” (p. 22). Once a development program is in effect, it can alter both 
the structure of the society and the goals of many members of that society 
in a manner tending to promote the establishment of mature democratic institu- 
tions. It can, by channeling energies toward projects benefiting most groups in 
society, “provide a sense of community in which seeds of class struggle and 
violence tend to die”; it can provide “new and constructive options for advance- 
ment for the ambitious young who are not of the old ruling groups”; by increas- 
ing social and economic mobility it can reduce “the unilateral dependence on 
particular employers or on the approval of particular communities,” and thus 
dilute “the monopoly position of traditional wielders of power and provide the 
basis for those ‘checks and balances’ at all levels of society which mark a 
mature democracy” (p. 21). 

Not surprisingly, the reports that place the greatest emphasis on gains to be 
derived from the process of development are those advocating the largest pro- 
grams. The recommendations for publicly financed aid range in size from a 
program limited to the current lending of the Export-Import Bank and Inter- 
national Bank, as proposed in the American Enterprise Association (A.E.A.) 
study, to one calling for an increase of perhaps $2 billion over present U. S. 
aid expenditures (M.I.T. and Chicago studies). 

The Chicago report, and the M.LT. report also if read in conjunction with 
the Millikan-Rostow study,' provide the estimates which form the basis of their 
recommendations. The failure of the others, except the A.E.A. report, to ex- 
plain the process used in arriving at their recommendations renders them rather 
useless for purposes of analysis, and the reader is left to accept or reject the 
quantitative recommendations on the basis of the authors’ reputations. 

The relative role assigned to private investment is apparently also dependent 
on the size of the development program. The A.E.A. report, which necessarily 
relies almost exclusively on private investment, argues that such investment is 
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less likely than public aid to lead to disruption in a less developed country, 
since private capital will be employed only where there are complementary 
indigenous resources—in effect, the flow of U. S. capital to less developed 
countries is to be determined by the operation of the price mechanism. 

The other reports recognize that private investment can assist in economic 
development, but none appears to believe that such investment can be ex- 
pected to play a major role in contributing to development in several major 
areas—particularly in Asia and Africa. The Chicago study (p. 54) is the most 
pessimistic concerning the contribution to be made by private investment, pri- 
marily because it finds that investment in extractive industries “may provide 
little stimulus to the rest of the economy, normally, because these export com- 
modities are produced in plantations or mines which technologically are com- 
pletely different from traditional forms of production.” This intriguing hy- 
pothesis is unfortunately not developed. The principal public policy recommen- 
dations in these reports for promoting investment are government guaranties 
against inconvertibility and expropriation, joint investment of public and pri- 
vate capital, and an expanded information program. 

Virtually all of these reports advocate an increased emphasis on loans-in-aid 
programs; the Committee for Economic Development (C.E.D.) argues, for 
example, that grants “would tend to erode those very qualities that develop- 
ment assistance aims to build up (p. 29).” Grants are generally approved for 
such purposes as technical assistance, however, and in the M.I.T. and Chicago 
reports grants are considered appropriate in cases where the prospects for re- 
payment of loans are small. In some reports (M.I.T., C.E.D., and I.D.A.B.), 
loans repayable in local currencies are advocated as an intermediate step be- 
tween dollar loans and grants. The Citizen Advisers Report (p. 10) strongly 
argues against such arrangements, however, pointing out that “our relations 
with other ccuntries will suffer from U.S. control of large amounts of their 
currencies.” The one point on which virtually all of these foreign aid reports 
agree—that assistance should be provided on a sustained basis to permit long- 
range planning of development projects—has been accorded only limited Con- 
gressional acceptance. 

RoBerT F, GEMMILL 

Washington, D.C. 


International Economics—Theory, Practice, Policy. By Jack N. BEHRMAN 
and Witson E. Scumipt. (New York: Rinehart & Co. 1957. Pp. xxv, 
561. $6.50.) 

The authors of this refreshing new text are clearly competent craftsmen. It 
is evident that they understand the international economy and that they are 
not afraid to comment on it. They are skilled in the art of simplifying the 
theory of international trade. They possess that rarest of all skills—the ability 
to write a highly readable text for the student, yet one which does not offend 
the professional reader. 

While the organization of materials is not new or unusual, it is mentioned 
here because it indicates something of the economy of space and the logical 


196 THE AMERICAN ECONOMIC REVIEW 


structure of the work. Part I, The Theory of Trade and the Theory of Policy, 
contains 3 chapters (58 pp.). Part II, Development of Theory and Policy 
Through the Nineteenth Century, contains 4 chapters (86 pp.). Part III, 
External and Internal Disturbances and Their Adjustment, contains 8 chapters 
(198 pp.). Part IV, United States Policies on Aid, Trade, and Investment, con- 
tains the remaining 9 chapters (202 pp.). Pure theories of international trade 
really do not yield as much to practice and policy as the space allocations indi- 
cate. 

In Part I, those seeking the sophistication of modern trade theory, or a care- 
ful development of the history of that portion of economic thought relevant to 
the international economy, will be disappointed. However, the undergraduate 
will not miss them, and the teacher may be grateful for a lucid development of 
a simple but adequate theory. Students and teacher may both tire of Mexican- 
made leather belts and U.S.-made baby buggies before the example completes 
its work. Yet Ricardo, with cloth and wine, did no better in making graphic 
simplicity of complex logic. 

The contemporary task of illustration is more difficult than Ricardo’s— 
because more is known; yet easier—for the final result is more satisfying. The 
student is not asked to accept a labor theory of value, international barter, nor 
a constant marginal productivity of factors. Thus only a few assumptions need 
be discarded to achieve “realism”; i.e., those of full employment, competition 
and constant returns to scale. A two-factor production function is employed for 
each country. The cost-price basis of trade is easily developed by then assum- 
ing dollar and peso prices, and an exchange rate. Trade equilibrium is achieved 
by movements of the exchange rate (or by flows of international money, if 
such is employed), by product-price changes, and by re-allocations of re- 
sources. Diminishing returns are considered when appropriate; not “later.” 
Differing factor endowments seem obviously the bases both of different factor 
prices and of trade, in this context. It is thus easier to make the general 
case for freedom of trade. It is also easier, assuming the appropriate circum- 
stances, to identify the economically sound cases for the restriction of trade. 

Part II combines a history of doctrine with a history of selected Western 
nations’ commercial policies. Neither, of course, can be adequately treated 
when a total of 86 pages is devoted to both. Mercantilism is sketched in 
lightly; yet, “neomercantilism” is recognizable and available for later refer- 
ence. The treatments of the ideas of Smith, Ricardo and Mill cannot be called 
adequate. The situation is nearly saved, however, by successfully tracing the 
impact of these ideas to selected historical developments and policy changes. 
This reviewer favors such a method of teaching both doctrines and history, 
hence may be unduly forgiving of a light treatment of doctrine as such. Like 
Part I, this Part is concluded with a chapter on factor movements. It deals 
largely with nineteenth century history, but lays a good foundation for the 
discussion of twentieth century problems in Part IV. It also illustrates well the 
theoretical discussion, in Part I, of the role of factor mobility. 

Part III is probably the strongest part of this text. Beginning with inter- 
national payments, it proceeds to reserves of international currency, thence 
to monetary and fiscal problems and policy alternatives, and finally to ex- 
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change rate problems and systems. A “basic equation”’—-GNP + Imports 
= Exports + Domestic Expenditures—is employed to its maximum advan- 
tage. The term “domestic expenditures” is a bit misleading, but otherwise the 
scheme should lead the student well into the mysteries of national and inter- 
national financial problems. Product and income flows are often but imper- 
fectly distinguished from money flows by the student—and to expect him to 
relate the two flows is usually asking too much. One of these chapters (Ch. 
11) may succeed where others have failed. Chapter 12, Monetary and Fiscal 
Policies, is as good a textbook discussion of the open economy as can be found. 

Part IV is entirely devoted to U.S. commercial policy, though this involves 
a good deal of analysis of European recovery and cooperation. There are two 
chapters on economic development, and there is one on trade controls for 
“cold war” strategic purposes. This entire section is well written—almost 
“breezy.” Despite a tendency to glibly ascribe motives to the participants, 
this history of postwar developments is a remarkably good job. 

The arrangements of topics, the use of subheads and the careful (and 
parsimonious) use of simple demand-and-supply diagrams should be helpful 
to the student. So also should the use, in the first three Parts, of appendices 
for certain technical materials. It might be wished that a similar practice 
were carried over into Part IV, providing more technical descriptions of some 
of the internationai institutions such as the International Monetary Fund. 

This text is recommended for the many undergraduate students who are 
not (and do not wish to be) professional students of economics. Graduate 
students and other hardy souls might develop sharper teeth if fed a tougher 
diet. 

Dona.p A. Moore 

Los Angeles State College 


Business Finance; Investment and Security Markets; Insurance 


The Empire of High Finance. By Victor Perto. (New York: International 
Publishers. 1957. Pp. 351. $5.50.) 

The theme of Victor Perlo’s book has been succinctly expressed by Lenin 
in the following passage (quoted by Perlo): “Finance capital, concentrated in 
a few hands and exercising a virtual monopoly, exacts enormous and ever- 
increasing profits from the floating of companies, issue of stock, state loans, 
etc., tightens the grip of financial oligarchies and levies tribute upon the 
whole of society for the benefit of monopolists” (p. 21). Or, in Perlo’s own 
words: “Wall Street is the apex of monopoly power, and a symbol of the ex- 
treme concentration of that power under modern conditions. . . . The economic 
life of the country is largely controlled from this area no larger than a baseball 
field” (pp. 30-31). Perlo has written this book “. . . to increase public under- 
standing of the structure and operations of American monopoly capitalism” 
(p. 17). He believes “We are exposed to distortions in newspapers and broad- 
casts, in the speeches of politicians and the books of professors” (p. 14). 

The book is divided into three parts. Part I deals with the relations between 
finance and industry, describes the composition of the “spider web”—chief 
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institutions are the banks of various kinds, insurance companies, investmen: 
trusts, holding companies, foundations, and the great corporate law firms— 
“through which the oligarchy runs the economic life of America” (p. 61), and 
describes some of the ways in which control is used to garner extra profits 
(pp. 55-57). The mechanism of control includes interlocking directorates, pro- 
vision of banking services, bank trust funds, stockholdings, ties through legal 
firms, etc. Part II deals more specifically with the main financial empires 
(Morgan, Rockefeller, DuPont, Mellon, the Cleveland group, Chicago group, 
Boston interests, First National City Bank group, Bank of America group, and 
various lesser empires). The “duumvirate” (Morgan and Rockefeller), with 
control of $127 billion of assets between them, constitute the “giant empires 
of America” and are surrounded by “lesser kingdoms.” Part III purports to 
show the merger between the control groups and the federal government in 
which “. . . the government has become in large measure an integrated part 
of the business structure. It is run by as well as for monopoly, and the key 
men of Wall Street are also the key men of Washington” (p. 270). In Part III, 
we also learn that although “. . . official publicity, backed by a whole school of 
academic economists, has emphasized the types of government regulation 
supposedly designed to stabilize the economy and avert depression . . . the 
main types of government intervention, with the maximum impact on the 
economy, are designed primarily for purposes quite remote from economic 
stabilization” (p. 255). 

Perlo’s solution for the problem of concentration which he has described is 
tucked away in a short paragraph at the end of Part I. “The moral is clear: 
anti-monopoly legislation cannot hope for decisive, lasting success so long as 
it stops with partial measures. In the long run, nothing less than the ending 
of private ownership and control of the key industrial and financial concen- 
trates can prevail over the manifold devices of the financial oligarchy” (p. 
123). 

Perlo’s contention that an oligarchy of bankers largely controls the eco- 
nomic life of the country runs directly counter to the prevailing view among 
economists who have investigated the matter. To substantiate his charge, 
Perlo has packed the pages of his book with names and figures, including 
fifteen appendices with a detailed breakdown of the concentration totals cited 
in the text. Despite the mass of names and figures, Perlo’s indictment is un- 
convincing. 

First, and most important, Perlo’s conception of the criteria of the concen- 
tration of control is unacceptable. The sinews in Perlo’s exposé of banker 
monopoly control and exploitation include interlocking directorates, provision 
of banking services, commercial bank trust funds, stockholdings, use of com- 
mon legal firms, etc. These relationships are not inherently sinister. To be 
sure, some of these could be abused, but, im and of themselves, they are or- 
dinary business relationships. They are not, as Perlo virtually treats them, 
prima facie evidence of concentration and banker control. Consider, for ex- 
ample, his discussion of the trust accounts held by commercial banks. Perlo 
tells us that the total sums held in trust accounts are huge, that these accounts 
are concentrated in some of the country’s largest banks, and then rushes the 
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reader to the conclusion that “The main point is clear enough—through trust 
activities a few New York banks and the influential families behind them 
exercise a vital, and often decisive lever of control over all of the key points 
of the economy” (pp. 71-72). It is unlikely that many readers will think 
Perlo’s conclusion is warranted by his facts. To translate the large trust ac- 
counts in some banks into “a decisive lever of control” in particular com- 
panies would require a case-by-case, detailed demonstration of the exact man- 
ner in which trust accounts have actually been employed for sinister banker 
control. Perlo has not done this for trust accounts nor has he conducted a 
similar investigation for his other criteria of control. 

Second, for the overwhelming majority of companies cited in Perlo’s book, 
the reader is told absolutely nothing about the links which are alleged to place 
a particular company under a particular “sphere of influence” and thereby 
to increase concentration. (Cf. the listing of almost 200 companies in Ap- 
pendices 8-15). The reader is left to surmise that any given company was 
included because, in Perlo’s private judgment and from his investigation of the 
facts, that company, in some unspecified way, and to some unspecified degree, 
fell under Perlo’s general criteria for control. 

Third, Perlo’s interpretations and judgments about the significance of his 
control criteria are highly subjective, and Perlo does not reveal how he deter- 
mines the weights for the various control elements in any particular case. 
Consider his discussion of the Ford Motor Company. Perlo relates on page 
176 that the First National City Bank “. . . provided financial service to the 
Ford family over a considerable period. That relationship became more in- 
timate with the public sale of Ford Motor Co. stock in 1956. First National 
City’s law firm advised the Ford family, its investment banking affiliate, Blyth 
and Co., headed the selling syndicate, and the bank itself became Ford’s 
stock transfer agent.” ‘The reader might be pardoned for suspecting that 
(by Perlo’s criteria) the “spider web” had ensnared another giant company 
in the mesh of banker control. The reader would be mistaken, for Perlo con- 
cludes this formidable list of his own criteria for control relationships with 
the statement that “Despite the growth in relationships, ... Ford .. . can 
[not] be considered as controlled by First National City Bank” (p. 176). The 
puzzled reader is left to wonder just how Perlo does decide when the control 
elements become decisive. In other words, just how does Perlo determine when 
a formerly independent company becomes a controlled satellite? 

Fourth, Perlo’s discussion of the consequences of control is unsatisfactory. 
Perlo’s main emphasis is on the profits of control. There is virtually no analysis 
of how the alleged control affects the firm’s operations in particular markets, 
é.g., in terms of price policy; the effects on costs, entry, rate of innovation, 
etc., are not even mentioned. 

Fifth, the limitations of some of the statistics are disturbing. For example, 
Appendix 1 lists the “Corporate Shareholdings of DuPont, Mellon, and 
Rockefeller Families, April 1956” (my italics), and thus purports to be cur- 
rent data. The value of the family holdings in April, 1956 for each of the listed 
companies was calculated by multiplying the number of shares held by each 
family times the market price per share on April 30, 1956. That much is un- 
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objectionable, but it is disturbing to learn that (with certain exceptions) the 
number of shares held by each family was derived by multiplying the shares 
outstanding on April 30, 1956 times the perceutage of shares outstanding held 
by each family as listed in the prewar TNEC #29! 

In the economic as in the political sphere, constant vigilance must be ex- 
ercised to uncover abuses and undesirable developments. Perlo’s book pur- 
ports to expose the control of the economy by a financial oligarchy. In the 
opinion of this reviewer, however, Perlo’s charge remains unproved. 

Davin A. ALHADEFF 

University of California 

Berkeley 


Business Organization; Managerial Economics; 
Marketing; Accounting 


Automation in Business and Industry. Edited by EucENE M. Grasse. (New 
York: John Wiley. London: Chapman & Hall. 1957. Pp. xix, 611. 
$10.00.) 

Automation: Its Purpose & Future. By Macnus Pyke. (New York: Phil- 
osophical Library. 1957. Pp. 191. $10.00.) 

The Economic Consequences of Automation. By Pau. Etnzic. (New York: 
W. W. Norton. 1957. Pp. 255. $3.95.) 

Automation is a technological development that promises to affect eco- 
nomic life and thought as profoundly as the factory system did. These three 
books are, in different ways, contributions to a burgeoning literature on auto- 
mation that cannot safely be overlooked by economists. 

Grabbe’s book is a collection of lectures by prominent engineers and scien- 
tists who participated in an engineering extension course at the University of 
California in 1955. Only 4 of the 20 papers deal at all with any of the eco- 
nomic, management or social problems connected with automation, and even 
in these the coverage is meager. The book mostly explores the theories of 
feedback systems, instrumentation and control, analog and digital computers, 
input-output equipment, process control and so on. To be properly appreci- 
ated, a considerable part of the book requires some engineering background of 
the reader. This bork is probably a valuable summary of technical develop- 
ments which this reviewer cannot fully appreciate. However it also adds to the 
evidence that when physical scientists and engineers transcend their disciplines 
to ponder broader economic and social problems, as they are prone to do, 
they frequently either fall easily into oversimplifications, false analogies and 
clichés or else base their analysis on a rigid determinism that is long out of 
fashion in the social sciences. 

Pyke covers much of the same territory as Grabbe (and at least a dozen 
other new books in the area) but the emphasis is on applications to industry. 
It contains many revealing illustrations, mostly from British experience since 
the writer is a British engineer. Applications of automation in the chemical, 
petroleum, transport, engineering and food-processing industries are discussed 
as well as interesting developments with accounting, guided missiles and lan- 
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guage translation. Only the 2 short final chapters, out of 13, touch on eco- 
nomic and social effects, but these are written skillfully and with philosophical 
insight and imagination. The possible consequences of changing job require- 
ments and increasing leisure time are most provocative. Pyke seems to have 
a better grasp of the social sciences and management than the American con- 
tributors to the Grabbe volume. The book is written in the characteristically 
lucid style of the British and the informed layman will find it a valuable hand- 
book on the uses and potentialities of automation. 

Einzig, a well-known British financial journalist, has come closer to writing 
a book on automation which will be of interest to economists than anyone 
else to date. He has consciously tried to cover all of tiie areas in which auto- 
mation is likely to have significant economic consequences. He considers 
effects on employment, production, inflation, capital investment, fiscal mone- 
tary considerations, balance-of-payments problems, underdeveloped countries, 
national defense and so on. Unfortunately his definition of automation is not 
very precise, the result being that in many places automation is confused with 
technology or even economic progress in general. The analysis is frequently 
good, especially concerning production and inflation (Ch. 8 and 9) but since 
the definition of automation is obscure the book does not achieve what it might 
have. Because of its lack of clearly defined premises the book fails to make a 
very good case for delineating a separate field of automation economics, much 
as this reviewer would like to see such a case made. 

In addition to this definitional failure several other objections can be raised. 
First, the main thesis seems to be that automation necessarily causes unem- 
ployment with what are considered to be desirable disinflationary results. This 
premise is certainly more relevant to Great Britain (with its powerful unions, 
public sympathy for labor and reliance on fiscal rather than monetary policies) 
than to the United States if it is valid at all. 

Second, and more serious, the analysis is frequently erroneous or oversim- 
plified. For example, it is argued (p. 112) that if firms passed on automation 
economies to consumers through lower prices this would lead to a “sweeping 
wave of bankruptcies” which would, in turn, lead to unemployment and world- 
wide depression. In another place (p. 171) he credits the great savings of the 
wealthy in the nineteenth century for preventing a great inflation. 

In still another example (p. 69) he argues that full employment causes 
a decline of industrial discipline, an increase in irresponsible strikes and a lack 
of inducement for workers to maintain high productivity. There are plenty 
of facts to disprove all of these conclusions in spite of the reasoning on which 
they are based. In the United States, for example, labor turnover in manufac- 
turing in 1956 was below the 1 per cent minimum of 1933 in spite of full 
employment. Productivity is at an all-time high, again in spite of full employ- 
ment. British statistics of recent years also show that productivity can be 
higher under full employment than unemployment, possibly because labor- 
saving equipment and methods are more readily accepted by workers during 
full employment when the “lump of labor” theory is more easily discredited 
and because morale is an important determinant of productivity. As for in- 
dustrial discipline, the weight of authority is that the threat of unemploy- 
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ment and destitution is among the poorest incentives for productivity. Unem- 
ployment merely separates those managements which can lead from those 
that can only drive. In general the book is characterized by long chains of 
reasoning, oversimplification and generalized conclusions sometimes based on 
few, if any, facts. 

Third, the book appears to have been hurriedly written. It attempts to 
cover every conceivable angle of automation with reasons, advantages and 
disadvantages but without firm conclusions or factual proof. Hence although 
it is provocative it is occasionally unnecessarily wordy and there are contra- 
dictions, overlappings and even fallacious reasoning in some places. For ex- 
ample, it is asserted (p. 47) that “if there is an increase in demand for certain 
goods in relation to their supply, the result is a rise in their prices. This again 
tends to discourage demand and stimulate an increase in production. Con- 
versely a fall in demand . . . tends to cause a fall in prices which again tends 
to encourage demand and to discourage production.” The obvious conclusion 
here is that changes in demand are self-defeating. More sophisticated readers 
will immediately see the fallacy of defining demand in different ways depend- 
ing on how it is used. In another place (Ch. 7) categories are established for 
further analysis and then they are not followed. 

All of these criticisms, however, should not detract from the fact that this 
book is an important contribution to the popular understanding of automation 
and its effects. Although the book is not closely reasoned, the author demon- 
strates a wide grasp of economic subjects and an ability to write persuasively 
about economic problems for the general public. Furthermore, and most im- 
portant, this is the first book on automation to be written by an economist 
and to be concerned primarily with economic consequences of automation. The 
market is glutted with books and articles by engineers and businessmen on 
economic consequences. Now, at last, is a book by an economist. The fore- 
going criticisms should not obscure the importance of the fact that this is a 
pioneering contribution. 

WaLtTeER S. BUCKINGHAM, Jr. 

Georgia Institute of Technology 


Marketing Management: Analysis and Decision. By Joun A. Howarn. (lIlli- 
nois: Richard D. Irwin. 1957. Pp. xiii, 429. $6.50.) 

Books on marketing and its problems differing in varying degrees from the 
traditional marketing textbooks have appeared in the recent past. These 
recent books tend to be more theoretical and oriented more to problems than 
to a descriptive approach. 

Professor Howard’s book, which is quite analytical, is oriented around de- 
cision-making. Considerable effort is made to separate out the variables in 
market situations and, after the analysis, to bring them together again as a 
basis for problem-solving. 

The approach is eclectic, although basically economic in emphasis. The 
author quite intentionally uses conceptual tools from economics, psychology 
and sociology wherever one or the other or all three seem appropriate, with the 
rather acceptable viewpoint that man’s behavior is revealed by each of the 
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several social sciences and that their contributions are important to each other. 

The scheme of the book is straightforward. After a short two-chapter in- 
troduction orienting the book around profit-making considerations, the author 
goes into the forces which impinge on marketing decision-making—forces 
which have to be sorted out, analyzed and catalogued to see what variables 
the situation really contains and what weights must be assigned to the 
variables. 

With this in view successive chapters take up competition and marketing, 
demand analysis, cost considerations, channel situations and questions of the 
law and marketing. These seven chapters comprise the section labeled “Typi- 
cal Considerations in Marketing Decisions.” 

The final section—six chapters grouped under “Marketing Decisions”— 
sets forth the areas typically troublesome to executives and hence the phases 
of marketing activity most likely to require attention and decision-making. 
In this section are chapters setting forth an analysis of product decisions, 
channel, price, promotion and location-decision situations. 

The character and tight workmanship of the text can be suggested by 
setting out in a little detail Howard’s treatment of demand analysis. The 
chapter on the economic theory of demand sets forth in a clear and precise 
way the traditional apparatus of demand but adds analysis of dimensions of 
demand not typically given much attention in economic analysis—the im- 
pact of time and space on demand strength. After the treatment of the eco- 
nomic apparatus the author exerts considerable effort to “go behind the 
curves.” This chapter is a very clear analysis of consumer behavior, approach- 
ing the problem of consumer choice from the point of view of individual mo- 
tivation. Insight is added by treating the individual as part of a small group 
which in turn is but a part of the broader social stratification. This chapter 
is a good illustration of Howard’s attempt to synthesize the offerings of several 
disciplines. The last of the three chapters on demand takes up demand fore- 
casting and so rounds out the topic. 

Other sections of the book exhibit the results of equally detailed workman- 
ship and of the author’s strong endeavor to isolate market forces for study 
and analysis. For those who favor a profit-maximizing orientation leaning 
rather strongly on marginalism and using a step-by-step analysis this book 
will afford a treatment to their liking. 

Perry BLIss 

University of Buffalo 


Industrial Organization; Government and Business; 
Industry Studies 


Congress and the Monopoly Problem: Fifty-six Years of Antitrust Develop- 
ment, 1900-1956. Prepared by the Legislative Reference Service, Library 
of Congress for the House Select Committee on Small Business, 85th 
Cong., 2nd sess. (Washington: Supt. Docs. 1957. Pp. x, 662.) 

This publication by the Select Committee on Small Business of the House 
of Representatives represents a compendium of legislation, legislative propo- 


se 
of 
on 
to 
nd 
| 
in 
as 
yn 
rs 
or 
is 
mn | 
y 
st 
e 
n 
| 


204 THE AMERICAN ECONOMIC REVIEW 


sals and statistics dealing with the nation’s antitrust laws for the first 56 years 
of the present century. In addition to summarizing antitrust laws, their juris- 
diction, statutory exemptions from the laws, and proposals for legislative ac- 
tion from the turn of the century, this volume contains a digest of recommenda- 
tions of the Temporary National Economic Committee (1942) and of the 
report on “Monopolistic and Unfair Trade Practices” of the 80th Congress 
(1948). Particularly helpful is a grouping of all laws and bills by subject- 
matter so that the reader can obtain a complete picture of laws dealing with 
a particular phase of antitrust activity. 

A final section lists annual appropriations going to the Antitrust Division 
and to the Federal Trade Commission for its antimonopoly work. In 1956 the 
combined sums utilized in antimonopoly activity totaled less than $5.3 mil- 
lion, or .007 of 1 per cent of the federal budget for that year. As to the success 
of the two agencies in the work handled, out of approximately 1300 charges 
filed from 1900 to 1956, the Antitrust Division won 834, lost 322, with 148 
still pending, for a respectable legal batting average of .641. Between 1917 
and 1956 the Federal Trade Commission completed 1,307 antimonopoly 
charges, which resulted in orders to cease and desist in 756 cases, with charges 
dismissed in 551 cases, for a legal batting average of .578. Possibly no other 
expenditure by the federal government has over the years for so little in funds 
produced so much in valuable economic results—the maintenance of vigorous 
competition in many, if not most, areas of the private economy. 

W. N. LEonarD 

Hofstra College 


Trucking Mergers, Concentration, and Small Business: An Analysis of Inter- 
state Commerce Commission Policy, 1950-1956. By WALTER ADAMS and 
James B. Henpry. (Washington: Supt. Docs. 1957. Pp. vi, 154.) 

This report, prepared for the Senate’s Select Committee on Small Business, 
presents an intensive and thoroughly documented analysis of recent concentra- 
tion trends and the 1950-56 record of Interstate Commerce Commission ac- 
tion involving the combination of firms in parts of the motor trucking industry. 

In fulfilling the Committee’s assignment to study the ICC’s administration 
of Section 5 of the Interstate Commerce Act, the authors submitted a three- 
part study. Part I is a quantitative analysis of mergers and increases in con- 
centration during the 1950-56 period. Three segments of the industry, general 
freight, automobile, and petroleum carriers, are closely scrutinized. The second 
part reviews and criticizes ICC decisions on merger applications. The final 
portion, an exhaustive study of household movers, seemingly integrates and 
substantiates the findings of the first two parts. 

Among the conclusions reached are these: Concentration in the trucking 
industry has increased through mergers. The increase cannot be attributed to 
or justified by economies of scale. The extent of concentration is not neces- 
sarily alarming and there is no broad charge that oligopolistic practices pre- 
vail. In some segments of the industry and possibly in some regions, smaller 
carriers have found their markets absorbed by larger firms. The ICC has not 
been consistent in its consideration of merger proposals. “Giant” carriers 
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(defined as those with annual operating revenues of $2.5 million or more) 
fared better before the ICC than did smaller carriers. 

Of particular importance is the duality exhibited in ICC decisions. For 
example, the merger of large trucking firms is approved because the combina- 
tion is not shown to be contrary to the public interest while a similar proposal 
from smaller firms is denied because the merger has not been demonstrated to 
be in the public interest. Further examples of “schizoid” ICC actions are 
found in the matters of unlawful operation and dormant rights. Of very little 
or no significance to the ICC is the single ownership of several firms (in some 
cases through holding companies) and the integration, often in a conglomerate 
sense, of many transportation activities. 

The extensive documentation of this report is outstanding. Other analysts 
will undoubtedly wish they had such an amount of information available. Stu- 
dents of the problems of small business, mergers and concentration, and gov- 
ernment regulation and control of business will find this a valuable study. 

Rupyarp B. GoopE 

Albuquerque, New Mexico 


American Commodity Flow. By Epwarp L. ULLMAN. (Seattle: University of 
Washington Press. 1957. Pp. xxii, 215. $4.00.) 

The nature of this study is indicated by its subtitle: A Geographical Inter- 
pretation of Rail and Water Traffic Based on Principles of Spatial Interchange. 
Accordingly the volume is devoted to a description of rail and water traffic 
flows in American domestic and foreign trade, primarily through the medium 
of 164 maps, with some accompanying textual interpretation. The result is 
said to be “a new representation of the geography of linkages and connections 
to be set alongside the well-known static geography of distinctive production 
and consumption regions and climate and terrain patterns” (p. 1). 

The features of American rail traffic flows which the author finds worthy 
of note are the predominance of east-west movements, often involving heavy 
grades, despite the sensitivity of railroads to grades; the concentration of 
traffic in the industrial northeast and adjacent areas of food and fuel produc- 
tion; the large volume and relatively long hauls of Appalachian coal traffic; 
and the long-haul movements of lumber and fruits and vegetables from distant 
producing areas to the northeast. An 8-page chapter entitled “The Bases for 
Transportation and Interaction” finds the explanation of this traffic pattern in 
three factors: complementarity, or areal differentiation; intervening comple- 
mentarity or opportunities, z.e., between two more widely separated areas; and 
transferability or distance, measured in real terms of transfer and time costs. 

According to Ullman, “The most important feature of the pattern of state- 
to-state rail flows . . . is the concentration of flows in the region of state of 
origin and destination” (p. 28). This localization means “a modification of 
the meaning attached by some to the traditional concept of the United States 
as the largest national market in the world. . . . It definitely is not one market 
for most producers, and yet it provides the opportunity for one market for a 
significant, critical number of volume producers of finished products or of 
naturally localized primary products like certain minerals and fruits” (p. 30). 
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The foregoing findings will not be new or surprising to most economists, par- 
ticularly to those working in the fields of transportation, interregional trade, 
and location theory. 

An unavoidable limitation of studies of this sort is that they cannot give a 
complete picture of traffic flows. This arises from the fact that data com- 
parable to the Interstate Commerce Commission’s waybill sample used to 
depict rail traffic flows are not available for other agencies of transportation. 
Complete data probably would not materially change the picture of traffic 
flow so far as direction is concerned but might well show material differences 
in the relative volume of short- and long-haul movements. Certain limitations 
peculiar to the present study may be noted. First, rail traffic flow data are 
presented for 21 states; these are said to be representative states but the basis 
of selection is not stated. Second, the rail traffic flow data presented are for 
1950. The author states that sample studies of individual states for later years 
showed no important change in traffic pattern; nevertheless use of the latest 
available data would seem to be desirable. Possibly one reason for the use of 
1950 data was the availability of I.C.C. studies which tabulated state-to-state 
movements for that year in usable form, thereby sparing the author the neces- 
sity of a great deal of tabulating. Finally, the author’s rail traffic flow maps 
(3 by 4% inches in size and two on a page) are inconveniently small for 
readers desiring an accurate measure of the relative volumes of originating 
and terminating tonnage in the various states. Probably considerations of 
economy in publishing dictated this arrangement, but considering the central 
importance of these maps for this study the scale might well have been in- 
creased. However, these comments should not obscure the fact that Ullman 
has performed a useful and ambitious task in a field which can profitably be 
further developed. 

Rosert W. HARBESON 

University of Illinois 


The Economics of the Fur Industry. By Victor R. Fucus. Columbia Studies 
in the Social Sciences, no. 593. (New York: Columbia University Press. 
1957. Pp. xi, 168. $5.00.) 

Written for both economists and members of the trade, this volume concen- 
trates on the fur industry in the United States since the first world war. In- 
cluding in the industry the many protagonists from producer to retailer, Mr. 
Fuchs examines two of its most important problems: incessant fluctuations in 
business activity and absence of growth in an expanding economy. Generally 
speaking, he believes that the large number of firms, ease of entry, operation 
by owners, unchanging technology, and absence of price leadership produce 
an industry whose classically competitive structure adversely influences it in 
its quest for consumer preference. 

In explanation of this situation the author describes the complex stages 
through which the raw pelts pass from fur farmer and trapper to final con- 
sumer. Special attention is given to an approximation of cost curves in estab- 
lishments manufacturing fur garments, an analysis of the demand for furs by 
consumers, nonseasonal fluctuations in sales, and the competitive situation in 


BOOK REVIEWS 207 


the fur industry in comparison with other industries in the United States 
today. Finally he makes a series of recommendations concerning the way in 
which a reform program aimed at achieving more concerted economic action 
by the industry could be financed and effected. 

This book shares with industrial studies in general the problem that an 
immense amount of descriptive material must be presented to readers who 
are chiefly interested in seeing an analysis of the situation carried as far as 
possible. Not that the author has not used the analytical tools of the econ- 
omist in dissecting his problem, in fact he has done so quite creditably. The 
fault is rather with the subject itself. Real markets are almost always clouded 
with institutional paraphernalia and this is particularly true here, for several 
levels and types of markets are included in one inquiry. Thus sales of pelts 
by farmers and trappers to or through cooperatives, auction companies, trad- 
ing monopolies, brokers, and county collectors may be viewed as a single 
transactions level in which many alternative market forms exist. But this is 
only the first of two or more distinct levels through which the furs must pass 
before they are in the hands of the consumer. In a context such as this, each 
description opens so many vistas for exploration that the economist is con- 
tinually frustrated by the necessity of moving on before the depths are 
plumbed. By electing to study in detail the industry’s major problems of com- 
petition and fluctuations in activity, Fuchs has utilized his space effectively 
and achieved depth in at least two areas. This short book is a welcome addi- 
tion to the growing list of industry studies. 

LLoyp SAVILLE 

Duke University 


Industry and the State. By P. SarcANtT Fiorence. (London: Hutchinson’s 
University Library. New York: Rinehart & Co., distributor. 1957. 
Pp. 196. $1.50.) 

This small and stimulating account of the economic policies of the British 
government should prove useful to American economists as recommended 
supplementary reading in courses in economic history, labor, and government- 
business relations. 

The claim of the author (emeritus professor and senior fellow in the Fac- 
ulty of Commerce and Social Science at the University of Birmingham) that: 
“This book . . . is not just an analytical catalogue of State-industry contacts 
. . . [that] certain guiding ideas are introduced to connect and explain the 
facts described” is an accurate description of the book itself. The state is as- 
sumed to act “to bring industry into line with public opinion” and industry 
is defined to include mining, public utilities, construction and manufacturing, 
and exclude agriculture and the service industries. 

The author begins with a very brief chapter on “Ethics, Science and Art of 
State Policy in Industry” in which he points out that any industrial policy 
adopted by the state has three fundamental aspects: (1) some ethical purpose, 
(2) some fact or knowledge of cause and effect, and (3) a law or order of 
the state. Thus a public policy prohibiting the exposure of meat in shops fol- 
lows from the knowledge that flies may contaminate exposed food and the aim 
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of keeping disease to a minimum. The industrial aims of twentieth century 
British opinion are held to be “an aggregate increase, more equality and more 
stability of income.” Specific public policies are later examined in the light of 
these objectives. 

In Chapter 2, the author attempts to cover “Fourteen Decades of State 
Policy in Industry.” In an interesting “Chronology of State Action” (pp. 
20-22) he lists in parallel columns the main industrial legislation and the 
leading “contributory events” which usually consist of war, a Royal Commis- 
sion study, or a treatise by an economist or philosopher. John Stuart Mill’s 
five reasons for a “presumption” in favor of a minimum of government inter- 
ference are reviewed along with his six “exceptions.” The author concludes 
that “laissez faire still appears the presumptive rule of British policy, excep- 
tions and deviations from which must be justified for some specific reason,” 
but that new values have gained strength “particularly democracy and greater 
equality,” and that the new policy is best illustrated by the phrase “Jaissez 
collective faire.” The remainder of the book develops this thesis by examining 
specific public policies. 

Chapter 3 discusses the role of the state in protecting workers from em- 
ployers, stockholders from management, and consumers from producers. 
Chapter 4 analyzes the ways in which the state has participated with these 
groups. In both chapters, the emphasis is on public policy in the field of labor. 
The main conclusion is that state interference in labor relations has been 
greatest in industries in which both employers and workers are least well or- 
ganized. Thus industries employing a high percentage of women and organized 
predominantly in small plants have considerable state participation, and vice 
versa. With respect to industrial policies, the author notes without exploration, 
that “the plan of industrial ‘self-government’ by the people may end in a 
medieval stereotype of just prices, fair relativities and fixed relationships, and 
even a hierarchy of classes.” 

Chapter 5 is devoted to industrial services rendered by the state, such as 
statistical information and employment agencies, and to the various forms 
of social security. 

The final two chapters tackle the problems of state operation and state 
control, of industry. Under the public-corporation form of nationalization, the 
author finds that industrial relations have become “less personal and human,” 
that working for the benefit of the community rather than for another man’s 
profit has neither improved the workers’ attitude nor reduced the number of 
strikes, that consumers have experienced repeated price increases with little 
chance of knowing whether the increases are justified on economic grounds, 
that the industrial officials are “quite as unwilling to have their work inde- 
pendently investigated and ventilated as most private businesses,” and that 
a “further interest has to be represented in nationalized undertakings—the na- 
tion as a whole and as a continuing entity.” 

These statements should not be interpreted, however, to mean that the 
author is opposed to state interference. Indeed, most of his analysis and pro- 
posals suggest the wisdom of more rather than less state control. The philos- 
ophy throughout the book seems to be one of protecting each group’s interests 
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through equalizing and improving the processes of bargaining rather than 
strengthening competition. 

The author is very much at home throughout the book. Yet he who delights 
in locating weak spots will not be disappointed; the book offers something for 
everyone. If, for example, one wishes to be critical, he might turn to page 141, 
where on a single page, coal is held to be an “increasing cost” industry be- 
cause costs increase as the more fertile veins are exhausted, electricity and gas 
are held to be in “joint demand,” and most significant of all, an increased con- 
sumption in response to lower prices which reflect lower costs is held to be 
“wasteful” because “of the very cheapness of the product,” and “increased 
production might be developed at the expense of other products.” Clearly, 
putting resources to uses in which price covers cost—cost which reflects all 
competing demands for the resources in question—is not using them uneco- 
nomically. Perhaps the fault is one of expression. Compression can introduce 
a lack of clarity. 

For a compact book crammed full of facts, however, the author has done 
a remarkably lucid bit of writing. It is stimulating and informative, and re- 
quires little by way of background for easy understanding of its contents. 

A. Bonp 

Pomona College 


Land Economics; Agricultural Economics; 
Economic Geography; Housing 


Farm Trouble. By Lauren Sotu. (Princeton: Princeton University Press. 
1957. Pp. vii, 221. $3.75.) 

Seldom is a major national problem presented so competently, lucidly and 
honestly as in this small book on the farm problem. This does not mean that 
the book is noncontroversial nor, for that matter, that it is free of biases. Few 
of its readers will agree with all of it, but still fewer will fail to profit from 
reading it. Its purpose obviously is not that of presenting a meticulously ac- 
curate picture. It is rather to suggest and stimulate discussion of new and 
possibly more realistic approaches to the problems under discussion. However, 
these are not advanced without solid foundations of first-hand study and 
observation. The author, a former member of the agricultural economics staff 
of Iowa State College, has also served as editor of the U. S. Department of 
Agriculture’s Agricultural Situation and is now an editor of the Des Moines 
Register and Tribune. He has recently been made chairman of the Agriculture 
Committee of the National Planning Association and was a Pulitzer Prize 
winner in 1955. 

The opening chapters, entitled “The Continuing Debate” and “The Shib- 
boleths,” give an excellent and very readable statement of the situation. The 
chapter on shibboleths is especially refreshing in its frank dismissal of widely 
accepted and politically popular slogans, concepts and whipping boys. So also 
are Chapters 4 and 5, entitled “All Kinds of Farms and Farmers” and 
“Farmers in an Industrial Economy.” Chapter 3, “A Sick Industry,” is less 
convincing. One is hard put to accept easily the designation “sick” for an in- 
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dustry that has just been passing through the period of greatest prosperity 
in all its history, one in which output has risen by 40 per cent in the past 20 
years, where output per man-hour is up by more than 100 per cent and in 
which land prices have risen by well over 100 per cent since 1940. Perhaps a 
better title would have been “An Ill-Adjusted Industry.” 

The author concedes (p. 43) that “In the last quarter century or so, Amer- 
ican farmers have vastly improved their relative income status. American 
farmers are ‘better off’ in relation to urban dwellers, perhaps, than farmers 
of any other country at any time in history.” He also states (p. 60) that 
“... the top 2 million farm families have incomes that look fairly good by 
urban standards,” $5,600 in net money income in 1953 as compared wiih an 
average net money income of about $5,000 for nonfarm families. Clearly, the 
two ways of life are not strictly comparable and as yet we have no way of 
measuring the intangible forms of income involved except through observation 
of the behavior of people in making their choices between them. 

This leads into the chapter on “The Neglected One Third,” that is, the 
low-income farm people. Here the discussion leaves this reviewer less than 
satisfied. There are inconsistencies in it and the case seems overstated. Granted 
that this is a large and important problem, is there not a danger of assuming 
too easily that all or most of these people could become successful farm entre- 
preneurs or urban wage workers or would do so if they could? Does everyone 
want to adjust to the driving pace of present-day urban life and does the 
national interest require that we strive unremittingly for maximum physical 
production? Despite these’ reservations, it must be recognized that this group 
constitutes one of the important problems in agriculture. 

Later chapters deal with “The Surplus Problem,” “Price Supports,” “Keep- 
ing Farm Income Up,” “The Soil” and various other matters, always in a 
stimulating and thought-provoking way but certainly not in ways that all 
readers will agree with. With much of it this writer is in agreement, but it is 
difficult to escape a feeling that both the difficulties of administration and the 
costs of the programs suggested are minimized. These later sections warrant 
fuller discussion than is feasible in the space here available. One can only say 
that, as a whole, here is a book that many people should read and think about. 
It doesn’t matter too much whether they agree with all of the conclusions that 
are stated or implied. 

Murray R. BENEDICT 

University of California 


Agricultural Policy and Trade Liberalization in the United States, 1934-1956. 
By ALLAN Rav. Etudes d’Histoire Economique, Politique et Sociale No. 
XXII. (Geneva: E. Droz. Paris: Minard. 1957. Pp. 160.) 

It is no news that U.S. agricultural policy conflicts with our ostensibly liberal 
trade policy. However, Rau believes (p. 20) there is scope and need for an 
up-to-date work on this conflict, as much has happened since D. G. Johnson’s 
Trade and Agriculture appeared in 1950. It is questionable whether this book 
meets the need. The first two-thirds of it contains mainly a narrative of the 
often-told history of agricultural legislation down to 1950. Rau has crowded 
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into the remaining fifty pages a review of farm legislation subsequent to 1950, 
illustrations of the agriculture-trade conflict taken from the debates over the 
ITO Charter and in various sessions of GATT, and a fourteen-page summary 
of alternative farm policies (direct income payments, forward prices, stimu- 
lants to mobility, etc.). Finally, the author concludes that (a) to resolve the 
conflict, agriculture must give way to a liberal commercial policy, and (b) the 
only realistic attack is to convince Congressmen and their farm constit- 
uents that expanded foreign trade is in both the nation’s and the farmers’ own 
general interest. 

Rau’s book contains none of the economic analysis which distinguished 
Johnson’s work. It presents no new empirical material; the only statistical 
table (p. 149) is taken from the Randall Commission Staff Papers, and the 
only chart (p. 150) is from the C.E.D.’s Economic Policy for American Agri- 
culture. Throughout the text, references are almost entirely confined to sec- 
ondary sources. These, however, Rau has sifted thoroughly. He drags out the 
narrative of farm legislation to tedious and unnecessary length in view of the 
wealth of available material on the topic. He does not suggest any new alter- 
native policies, and gives the alternatives surveyed a very summary treatment. 
Apparently Rau favors direct income payments, but feels political pressure 
will prevent this; he is noncommittal on forward pricing, but approves of 
measures to expedite the movement of surplus labor, to reduce marginal acre- 
age, and to increase domestic demand. 

The trade policy to which agricultural policy is to be adapted is the simple 
one of no quotas, export subsidies, or protective tariffs. The book contains no 
analysis—indeed, no mention—of the vices and virtues of international com- 
modity agreements, buffer stocks, commodity reserves, or other devices de- 
signed to stabilize international agricultural markets. Nor does it examine 
Gunnar Myrdal’s provocative thesis in An International Economy that farm 
policy is an example of national integration triumphant over international in- 
tegration, with the ultimate solution to be found only in gaining international 
solidarity. 

Agricultural Policy and Trade Liberalization is then a summary of the 
literature and legislation on the topic, but not a contribution to the former. 
For the nonspecialist it would serve as an introduction, but even in this role 
it suffers from excessive emphasis on the details of legislation. The bibliog- 
raphy is helpful. 

CHARLES E, STALEY 

University of Kansas 


A Concept of Agribusiness. By JouHN H. Davis and Ray A. GotpBerc. (Bos- 
ton: Division of Research, Graduate School of Business Administration, 
Harvard University. 1957. Pp. xiv, 136. $6.00.) 

It is so common to think of agriculture and business as distinct segments 
of the national economy that an effort is required to bring these so-called 
segments together in a conceptual framework which emphasizes their mutually 
supporting relationships. Believing that misguided action results from the seg- 
mented way of thinking, the authors of this study suggest a new word to 
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describe the interrelated functions of agriculture and business—the term 
agribusiness. By agribusiness they mean “the sum total of all operations in- 
volved in the manufacture and distribution of farm supplies; production oper- 
ations on the farm; and the storage, processing, and distribution of farm com- 
modities and items made from them.” 

Agribusiness owes its origin chiefly to the technological revolution of the 
eighteenth century. The application of labor-saving machinery and scientific 
knowledge raised productivity levels to such a degree that a declining pro- 
portion of the population was able to supply food and fiber to a growing 
population. Moreover, a companion revolution occurred off the farm as func- 
tions hitherto considered part of normal farm routine were assumed by outside 
agencies. 

Though changes of this order have many benefits to recommend them, it 
can hardly be said that the transition from agriculture to agribusiness has been 
one of uninterrupted progress. On the contrary, the authors say that our food 
and fiber economy presents difficult problems which are “rooted in imbalances 
brought about by spotty progress on an uneven front.” 

In a pioneer study of this nature it is important to determine the over-all 
magnitude, dimensions, and composition of agribusiness and its component 
parts. This the authors accomplish by means of a variety of statistical meas- 
urements. They find that agribusiness is a major component of our economy, 
one that comprises between 35 and 50 per cent of the national total, depend- 
ing on the type of yardstick one employs. 

The largest section of the study (48 pages) is devoted to an analysis of the 
inner working of the food and fiber sector and its relation to other sectors of 
the economy. Here the authors employ the Leontief input-output method in 
terms cf 1947 data. By means of tables, charts, and accompanying textual 
analysis, the reader may trace the flow of goods and services among and 
within industries, particularly those comprising the agribusiness complex. 

In a final chapter the authors consider some of the policy implications of 
agribusiness. They call for a reappraisal of existing policy and the formulation 
of new policy in terms of a comprehensive frame of reference. For agribusiness 
this means both a vertical and a horizontal approach—vertical in terms of 
production, processing, and distribution on a commodity basis; and horizontal 
with respect to policies concerning other commodities, the national economy, 
and our international responsibilities. Probably the most controversial policy 
recommendation is that responsibility for agribusiness be shifted from govern- 
ment to the private sector of the economy “as rapidly as possible and to the 
degree possible.” Instead of centering in government, the policy-making func- 
tion would be assumed by spokesmen of the respective segments of agribusi- 
ness, assisted by researchers and technicians. Some conflict is anticipated with 
respect to existing antitrust laws and regulations, and the authors suggest 
modification of the legal system so that agribusiness may be placed on an 
economic basis comparable to that of business generally. 

Since the Harvard study is largely exploratory in nature, it is difficult to 
assess its merits and demerits. Certainly, research that adds to understanding 
of complex agribusiness relationships will be welcomed by scholars and policy- 
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makers. In this respect the use of input-output analysis would appear to be a 
definite contribution. On the other hand, some readers may be disturbed by 
certain policy recommendations. While the authors call for the use of demo- 
cratic procedures and a consideration of national economic goals in formulat- 
ing agribusiness policy, little attention is given to the existing power structure 
and the subtle ways of exerting influence for particularistic ends. What, for 
example, is to prevent one or more private groups from dominating agribusi- 
ness in perhaps a more fundamental way than government agricultural policy 
is now influenced by certain pressure groups? The experience of the National 
Recovery Administration, which to the reviewer had features quite similar to 
the proposals under consideration, is a case in point. Grant McConnell’s 
The Decline of Agrarian Democracy (Berkeley and Los Angeles, 1953) is also 
instructive concerning the realpolitik of business and agricultural collaboration. 
Instead of finding the cause of imbalance in the agricultural sector, it might 
be pertinent to inquire if much of the difficulty is not traceable to the highly 
organized, integrated, and more or less monopolized urban industries. 
RIcHARD B, SHERIDAN 
University of Kansas 


Labor Economics 


The Demand and Supply of Scientific Personnel. By Davin M. BLANK and 
GrorcE J. SticLEr. (New York: National Bureau of Economic Research. 
1957. Pp. xix, 200. $4.00.) 

At the time of its publication in the summer of 1957, one might have sym- 
pathized with the authors of this book for having missed by a few months a 
peak in the interest of a large nonprofessional audience which had so recently 
been preoccupied with the “shortage” of scientists and engineers. It would 
now seem, however, that they need no sympathy on this score since their 
subject has since experienced a major “sputnik effect” and promises to con- 
tinue to be the subject of much public discussion. 

The study reported on in this book was undertaken by the National Bureau 
of Economic Research for the National Science Foundation. This is one case 
where the authors’ disavowal of any responsibility on the part of the sponsor 
for views expressed in the book has more than formal meaning, since many of 
the authors’ conclusions seem at variance with public statements of those high 
in the councils of the Foundation. 

Although engineers, natural scientists, and mathematicians represent today 
only a little more than one per cent of the labor force in the United States, 
no one will question the special—some would say crucial—importance of this 
group of professions. In the eight decades since 1870, the number of engineers 
and chemists grew 17 times as fast as the labor force; moreover, there has been 
no significant retardation in this rate of growth in recent years. The central 
purpose of this book is to explain, as far as is possible on the basis of avail- 
able data, the forces which have shaped the long-run demand and supply for 
the services of this technically trained manpower—particularly engineers. 

On the demand side, Blank and Stigler call particular attention to the spec- 
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tacular growth of expenditures on research and development since 1940. By 
1930, expenditures from all sources are estimated to have risen to only $166 
million; by 1952 they were about $3,750 million; and today they are prob- 
ably in the neighborhood of $5 billion. Despite the growing importance of 
government-financed research, the authors find that only a small part of the 
total increase in demand since 1940 can be accounted for by this factor. Their 
statistical analyses give somewhat conflicting results as to the extent to which 
government research funds have had a substitution effect and to what extent 
a “pump-priming” effect on private research outlays. It is quite possible that 
in the short run the substitution effect has been important, while over time 
government research and development expenditures have had a significant 
pump-priming effect. 

In the authors’ view, the single most important factor explaining the 
secular increase in demand has been the shifting pattern of industrial com- 
position. About 40 per cent of the increase in demand can be explained by 
the fact that industries which are relatively heavy consumers of the services 
of engineers have grown more rapidly than the others. They suggest two 
other factors which would explain most of the rest of the increase, though 
they are unable to estimate the precise importance of either. First, there has 
for years been a secular decline in the relative salaries of engineers, and this 
has led to a substitution of technically trained manpower for other inputs. 
The authors are much less certain with regard to the other factor, the effect 
on demand from technological progress which, in many industries at least, 
has resulted in increasingly, complex productive techniques. As they rightly 
point out, this trend does not necessarily lead to an increased demand for 
technical manpower; among other things, the associated increases in output 
per unit of engineering input are often very large. With regard to industrial 
research, it is difficult as yet to say very much. Certainly, the forces determing 
demand for manpower in this activity are complex, and our experience has 
beeen so short with this as a major activity that we have little data available 
permitting of systematic analysis. 

On the supply side, Blank and Stigler do hazard some forecasts; but, as 
they recognize, there are serious difficulties. For one thing, although there 
seems no question that college enrollments will undergo a dramatic increase 
in the next decade or two, it is very difficult to estimate the proportion of those 
in college who will specialize in the sciences and engineering. This proportion 
has been slightly less than 10 per cent for most of the period since 1930, 
save for the five years immediately following the second world war when it 
rose above 11 per cent. Although Blank and Stigler show that engineering 
salaries have fallen throughout this period relative to the general level of 
incomes in the labor force and to incomes in the independent professions (e.g., 
law, medicine), they argue that this is not directly significant. Instead, what 
matters is the relative attractiveness of the occupations most entering college 
students consider as alternatives to engineering (e.g., business administration). 
In the period since 1950, for which data are available, starting salaries for 
engineers have been higher than those in these other “close substitute”’ fields, 
and “such a premium is likely to exercise a continuing incentive for students 
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to shift towards engineering” (p. 76). The authors present a projection of 
the number of college graduates who will receive engineering degrees up to 
1970 based on several alternative assumptions. Even their most conservative 
estimate shows a substantial increase: engineering degrees averaged under 
28,000 per year in the years from 1950-55; Blank and Stigler estimate a 
possible 35,000 by 1960 and 60,000 by 1970; on less conservative assumptions, 
the last figure jumps to 90,000 a year. 

In their discussion of supply, the authors surprisingly fail to consider the 
possibility that there may be any limitation (even in the short run) on the 
capacity of colleges and universities in such fields as engineering and the 
sciences. They assume implicitly that student choice will be completely free 
of any such restraint. Moreover, they ignore the possibility, so much empha- 
sized by others in recent years, that many high school programs are so 
deficient that many students entering college do not have the background, 
in such fields as mathematics, which is required in the sciences and engineer- 
ing, so that in effect they do not have the option of selecting these as their 
major subject. Nor is consideration given to the possibility that some students 
may be unable to pursue their education as far as they otherwise might be- 
cause of inability to get financial support. 

Despite the fact that engineering salaries have declined secularly relative 
to those received in many other occupations, an engineering education con- 
tinues to be a worthwhile investment (i.e., the present value of the average 
engineer’s lifetime income exceeds that of a high school graduate going directly 
into the labor force). Blank and Stigler make no attempt to explain the 
persistence of this relatively high rate of return. 

The bock concludes with a brief chapter on the supply and demand for 
mathematicians and physicists. Attention in this chapter is directed solely to 
the university demand for these two groups. It seems a mistake today to 
ignore, as the authors do, the increasing importance of industrial demand, 
particularly in research, for these talents. 

Although the chief focus is on the long-run determinants of supply and 
demand, the section of their work which will be most avidly read and dis- 
cussed is that dealing with the “shortage” of recent years. And there are 
already indications (in reviews in scientific and engineering journals) that 
the noneconomist is missing one of the most useful points made in the few 
pages devoted to the subject. Blank and Stigler conclude that, while there 
was a minor break in the relatively declining trend of engineering salaries 
(compared to other segments of the labor force) during the Korean episode, 
there is no evidence that all the hue and cry over the shortage has been 
justified. The point, of course, is that the authors are applying an economist’s 
—a market—definition of shortage: “A shortage exists when the number of 
workers available (the supply) increases less rapidly than the number de- 
manded at salaries paid in the recent past” (p. 24, italics theirs). To test 
the existence of shortage so defined, the authors then look to the movement 
of relative salaries. But many of those who have been most concerned about 
a “shortage” have used the term in a very different sense: what they are 
really saying is that, in their opinion, the demand (in a market sense) and 
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therefore the supply, should be greater than they are; for example, because 
of our technological race with the Soviet Union. In other words, they are 
asserting a value judgment with regard to the number of scientists and 
engineers we ought to want and to have. 

While Blank and Stigler should be applauded for attempting to introduce 
an objective definition of “shortage,” there may be some question regarding 
the particular definition they adopt and the interpretation of the available 
evidence used in its application. The definition, as given, is not complete since 
no definition of “recent past” is presented. Also, the usefulness of this defi- 
nition may be questioned, since a market will experience a “shortage” when- 
ever price rises (presumably relative to other prices) thus making a shortage 
an almost ubiquitous occurrence. In fact, the authors seem to be saying the 
following: except where there is price control (official, or established through 
private monopoly power) there can never really be a shortage (in a strictly 
economic sense) since in a free market supply and demand will always be 
equalized by price; however, since everyone is so excited about shortages of 
scientists and engineers, we’ll call an increase in relative prices a shortage, 
but on this definition we can show there really hasn’t been one worth speaking 
of, anyway. Now Blank and Stigler may very well be right that the rise in 
relative price is the explanation of the complaints that a shortage existed: 
none of us likes to be suddenly confronted with a higher price for something 
we purchase regularly. But if, in their words, a market is “technically a good 
market,” which responds without any restraints to changes in supply and/or 
demand, then I don’t see why the term “shortage” (which does have a well- 
understood meaning in the price-control case) need be used at all, when we 
can simply describe the phenomenon as “increase in relative price.” 

Blank and Stigler base their conclusion that there has not been a significant 
shortage on the fact that salaries have not increased much more for this 
type of personnel than for many other categories of employees. But, in the 
case of all the occupations (i.e., accountants, salesmen, etc.) for which data 
are presented, starting salaries have risen in the period from 1950 to 1956 
by nearly 50 per cent, an increase considerably larger than the rise in wage 
earners’ incomes (see Table 14, p. 28). Thus, on their definition, should not 
the authors have concluded that there has been a shortage—and probably of 
significant proportions compared to other periods in our history—in all of 
these “white collar” occupations? Moreover, on their own definition it is not 
clear how they are able to assert that the shortage “was hardly more than a 
cross-current in a tide” (p. 28). How much of a price rise in any given 
market is necessary to establish a “serious” shortage of the Blank-Stigler 
variety? The authors do not tell us. 

They recognize that their test of “shortage” requires a free market; i.e., 
prices must be free to respond to a change in supply or demand. Finding 
no obvious impediment to the freedom of the market for scientific and engi- 
neering talent, they conclude that there is no problem on this score. While 
one may agree with their conclusion that there are no obvious and important 
imperfections in the markets in which these services are exchanged, they do 
not consider the possibility that the character of the “product,” the manner 
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in which contracts are made (and broken), the “customs and habits of the 
market”—in short, the total institutional framework—produce a market 
which is very sluggish in its response to changed conditions such as the 
large and rapid increase in demand of the past few years, thus creating a 
temporary situation analogous in many respects to the price-control type of 
shortage. 

Some readers will be disappointed in this book because they will come to 
it hoping for a specific prediction of supply and demand for scientific per- 
sonnel or at least a complete model useful in making such predictions. But, 
given the very meager data available, and the inherent difficulty in any market 
of segregating demand and supply factors when the analysis is based pri- 
marily on historical time series, I doubt that anyone could have drawn more 
definitive conclusions with regard to the issues and factors the authors have 
selected to consider. We may be disappointed that the National Science 
Foundation did not provide the National Bureau with the funds necessary 
to fill some of the important data gaps—certainly, as the authors repeatedly 
remind us, much more should be done along these lines. 

This is a particularly welcome book at this time—despite any minor 
reservations and disappointments we may have—because of the amount of 
confusion and nonsense in the current discussion by engineers and natural 
scientists of the economics of their own professions. At a minimum, it does 
not seem unreasonable for the economist to ask the noneconomist to use 
our most honored terms “supply” and “demand” in their traditional meanings. 
Since Blank and Stigler have written with their noneconomist audience in 
mind, we now have a reference which shows how to apply these terms to 
the market for scientific personnel. 

M. Capron 

Stanford University 


The Theory of Wage Determination. Proceedings of a Conference held by the 
International Economic Association. Edited by Joun T. DuNLop. (New 
York: St. Martin’s Press. London: Macmillan. 1957. Pp. xv, 437. $7.50.) 

This highly interesting collection of 22 essays is the outcome of a ten-day 
conference of 35 economists brought together by the International Economic 
Association at Seelisberg, Switzerland, in September 1954. The purpose was 
to consider “the” theory of wage determination. As with the Association’s 
parent, the United Nations itself, the result if not the intent reveals more 
diversity than unity. Since science advances with frank interchanges of views, 
this is not an objection to the effort. Indeed, if any legitimate protest can be 
made against ventures of this kind it would be the quite frivolous one that 
it is left to the critic to find the unity and to evaluate the diversity, a task 
that bears some similarity to an assignment to review a new edition of 
Britannica. 

John Dunlop’s introductory essay provides a sagacious and recondite review 
of the history of wage theory, followed by reference to leading unsettled 
questions. He rightly contends that the weak points of the marginal produc- 
tivity analysis involve the supply side, in particular its inability to get beyond 
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a single rate and to explain the determination of particular wage structures, 
specially for administrative units embraced by collective bargaining. He 
wisely avoids the false dichotomy between “political” and “economic” wage 
theories, yet fully recognizes the causal role of decision-making for particular 
wage structures. By means of concepts of key rates, job clusters, and wage 
contours, he breaks new ground, bringing together the joint influence of market 
forces on the one side and matters of equity, bargaining, and administration 
on the other. 

The next group of six essays deals with the general level of wages. They 
add little that is new to the existing literature, and their main concern is 
with the stability of full employment. Harry Johnson finds that neither the 
classical nor the Keynesian approach explicitly explains determination of 
the money wage level. Leaning towards a cost-push theory of inflation, he 
notes correctly that money supply now depends upon government policy, 
although money only becomes residually determined under an unlimited 
commitment to full employment. I. Gasparini follows with a purely formal 
analysis of alternative wage-level theories. Phelps Brown attempts to separate 
distributional from productivity influences upon the course of real wages in 
the United Kingdom, reiterating his earlier finding that unions have only 
cut into profits when sellers’ price ‘‘conventions” collapse from inability to 
pass on higher costs to consumers—an exceptional rather than typical situ- 
ation. Bent Hansen develops a valuable but purely formal dynamic analysis 
of wage-level changes, based upon the weighted over-all impact of gaps in 
labor supply or demand in submarkets. This leads him to the highly inter- 
esting conclusion that stability of the wage level depends in no simple or 
direct way upon the rate or volume of general unemployment. V. F. Wagner 
also considers the stability question, arguing unconvincingly that a deliberate 
policy of full employment must include direct wage and price controls to 
meet an inevitable inflation problem. W. Krelle closes with a model showing 
how the levels of real and money wages are determined. 

Part III takes up the impact of the union, indicating perhaps inadvertently 
that the answer depends upon the theoretical framework and national environ- 
ment of the particular author. Reviewing the British experience since 1938, 
B. C. Roberts concludes that while union policies have exerted some influence 
on wage behavior, the economic state of each industry and of the whole 
economy have been primary, even helping to shape union policies themselves. 
By contrast, H. A. Turner reaffirms his primarily “political” theory: British 
wage behavior since 1940 can be explained by the attempt to maintain or 
restore “established relativities” and by the preference of expanding unions 
for flat-rate general increases. Hubert Brochier shifts attention to the question 
of a theoretical model of the union, rejecting both the political and purely 
economic types now extant and urging an approach that would unite a genetic 
with a functional analysis. Jean Marchal moves in a similar direction, con- 
tending from the French experience that wage-setting now reflects the acts 
and ambitions of organized national groups. Wage theory can no longer be 
autonomous but must be consolidated with distributive analysis conducted 
on a group level. 
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Part IV concerns six essays on wage structure, where again market forces 
and bargaining forces are linked together. According to Clark Kerr, unions 
have their greatest impact upon plant differentials and interplant relationships 
within common factor and product markets. Beyond these categories, union 
incentive for uniformity declines while the power requirements rapidly increase. 
So far as occupational, interindustry, and interregional differentials are con- 
cerned, both Kerr and Reynolds strongly emphasize economic forces while 
crediting unionism with a selective impact upon interregional wage relation- 
ships. Viewing the Swedish experience, Gosté Rehn finds that the employers 
formally advocate wage flexibility while the unions urge rigidity on equity 
grounds, although in full employment flexibility would raise labor’s share 
at the expense of profits while rigidity would work the other way around. 
Accordingly, neither group follows its doctrines in practice. The spread of 
unionism, Rehn thinks, has checked inflation and has not increased wage 
distortion relative to the productivity standard. Interpreting the French case 
in quite contrary terms, Francois Perroux stresses the damaging effects of 
wage rigidity. France suffers from structural inflation because it is a directed 
economy in which strategic groups have successfully divorced their incomes 
from close correspondence with relative productive contributions, by im- 
muring themselves in a haphazard system of protected positions whose joint 
effects are chronic inflation and built-in economic inefficiency. F. Sellier and 
G. Rottier complete the section with studies of the evolution of wage dif- 
ferentials in France and England respectively. 

The remaining parts of the book include two essays on bargaining theory, 
in which K. W. Rothschild contributes a competent review of wage theory 
and calls for a broad sociological approach, and G. L. S. Shackle evaluates 
recent work in this field. C. A. Myers then considers the American labor 
mobility studies, finding that in the main for 1940-1950 the labor market 
showed remarkable flexibility, effecting broad shifts that correspond well 
with the processes encompassed by the neoclassical model. Giovanni Demaria 
contributes a generalized analysis of the determinants of labor supply, con- 
tending that the aggregate supply is zero-elastic relative to money wages, 
while Douglas’ reverse curve describes particular markets. The book closes 
with a highly interesting transcript of the discussions, edited by Douglas 
Hague. The reader can gain much by comparing the papers seriatim with 
this latter very informative record. 

At this point the reviewer must attempt the impossible task of indicating 
the extent of unity and of diversity in wage theory suggested by these 22 
contributions. On the side of unity, (1) the monetary theorists indicate that 
the money wage level still functions as an exogenous variable, not yet success- 
fully incorporated in a more general aggregative analysis. (2) Full employ- 
ment continues to pose a problem of price-wage stability, and there is no 
practical criterion to guide full employment policy with surety along non- 
inflationary lines. (3) The real meaning of an inflationary cost-push is a 
decision in favor of an elastic supply of money, to prevent massive unempiloy- 
ment. (4) Unions make a difference for wage level and wage structure, and 
their influence is greatest at the plant and locality levels. (5) Neither the 
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unions nor managements operate in a discretionary vacuum, although they 
do have some discretion: supply and demand forces do provide incentives and 
constraints, which increase in influence as the zone of the analysis widens. 
(6) Neither a purely “political” nor purely “economic” model of the union 
or of wage determination is adequate as an explanatory device. (7) For gross 
differences in wages—intertemporal, interregional, interindustrial, and inter- 
national-—neoclassical wage theory is still a very powerful tool, indeed the 
only one we have. 

On the side of diversity, (1) there is conflict over the respective roles of 
economic and of institutional forces in wage behavior. (2) There is a deep 
methodological division between those who formulate purely analytical 
theories, leaving the question there, and those who insist that the hypotheses 
suggested by such theories be put to empirical test. (3) Regarding the im- 
plications of union power and performance for economic welfare, there is a 
clash between those who see rigidity, distortion, inflation, and economic in- 
efficiency as the dolorous outcome, and those who do not. 

These suggestions do not exhaust the list and they can be disputed. How- 
ever, one conclusion can hardly be assailed: this book affords a valuable 
inventory of the present state of labor economics. As such it deserves a careful 
reading. 

Grorce H. HILDEBRAND 

University of California, Los Angeles 


Theoretische Grundlagen der Lohnpolitik. By Ertcu Arnot. Verdoffentlich- 
ungen der Akademie’ fiir Gemeinwirtschaft, Hamburg. (Tiibingen: 
J. C. B. Mohr [Paul Siebeck]. 1957. Pp. xi, 295. DM 24,60; paper, 
DM 21,00.) 

The author, Privatdozent at the University of Hamburg, has set himself 
a difficult assignment, namely that of presenting a systematic discussion of 
wage policy. In order to do so he was of course compelled to state the theo- 
retical foundations of wage policy, and to discuss current wage theory as 
well. Since he proceeds from wage policy to theory, the discussion must seem 
at times quite unnecessarily heavy and occasionally repetitious to a student. 
At an advanced level, these shortcomings are minor and the considerable merits 
of the book as a competent statement of modern wage theory will appear more 
significant. 

The introductory chapter deals with “the social conflict in the wage relation- 
ship and its elimination.” Its thesis is that the wage conflict is only one of 
many tensions in the union-management or worker-employer relationship. 
By solving or reducing these other tensions we could free the inevitable wage 
conflict from these additional sources of strain. In this context the author 
makes many intelligent observations about the place of unions in a modern 
industrial system, particularly in his criticisms of the position of R6pke and 
his associates, but on the whole the American reader will find this chapter too 
brief to be more than an outline of some of the most intricate problems of 
industrial sociology and psychology. 

The main body of the book consists of a chapter on the “need, objectives 
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and methods of wage policy” followed by three chapters devoted to the 
micro- and macroeconomic effects of wage-setting—which turn out to coincide 
with the effects of wage increases on the firm and on the economy. The need 
for a wage policy is said to emerge from the fact that the market mechanism 
does not function on the labor market in the same way as on the product 
market. It does not always tend to produce a short- or long-run equilibrium. 
Nor will the market prevent threats to the existence of workers or ensure the 
proper sharing of increases in productivity by the labor force. Wage-setting 
is therefore necessary. By this the author apparently means any wage de- 
termination leading to a wage rate different from the one the market would 
have arrived at in the absence of intervention. Such intervention may be by 
the state, associations of workers and employers, or by the plant. Collective 
bargaining thus appears as one of the forms of wage policy as do incentive 
wages, minimum wage laws, etc. In other words, a good deal of the area 
of labor economics as taught in this country comes under the heading of 
wage policy as understood by the author. It is not quite clear what the 
theoretical model is with which he contrasts his concept of wage policy, 
except by implication from the fact that wage policy seems to lead consistently 
to wage rates above the (competitive or monopsonistic?) equilibrium wage. 

The main elements of wage theory are then presented in the guise of an 
elaborate discussion of the consequences of “wage policy,” i.e., of wage rates 
above equilibrium. The three chapters of this part of the volume deal suc- 
cessively with the wage as an element in the costs of the individual firm, the 
wage as income in the individual household and, finally, the macroeconomic 
effects of wage increases upon employment and price levels. In doing this, 
the author presents a detailed picture of conventional modern wage theory, 
i.e., of marginal productivity theory combined with the theory of imperfect 
competition, Keynesian employment theory, multiplier, acceleration principle, 
etc. These tools of analysis are handled with admirable thoroughness. Indeed, 
one has the impression that the author has squeezed these theoretical con- 
structs to the last drop and perhaps pushed on even into the stage of negative 
marginal returns. He betrays considerable familiarity with American litera- 
ture and a high degree of sophistication in his handling of theoretical tools. 

However, this reviewer would have greatly preferred to see the author’s 
considerable analytical gifts applied to more sophisticated questions as well 
as to the choice of more realistic assumptions. Thus, though the author is 
familiar with the Lester-Machlup controversy on the validity of the marginal 
productivity theory in the field of wages and with most of the work of the 
leading American authors in the area, and expresses some doubts himself, 
he handles the theory as if no uncertainty existed as to the meaning of the 
concept of “marginal value product.” The book would have greatly profited 
from a thorough exploration of the issue of estimated or expected value product 
in the functioning of the theory, the danger of its turning into a tautology, 
the limits of the application of marginal productivity theory to the economy 
as a whole, etc. The discussion of the possible effects of wage increases upon 
productivity would gain considerably from references to empirical material 
in that area. The problems of price stability in an era of full employment 
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are stated very. well indeed, but within the narrow framework of his own 
assumptions the author has little to offer in the way of a new approach. 

Generally speaking, the author seems to overestimate the insights that 
accepted theory offers and to rely on the results of deductive reasoning without 
much reference to empirical material. One has the sense in reading the book 
that there are few open issues left in an area of economics which most 
authors regard as particularly unsettled. Yet, there is considerable merit in 
the author’s concern with a full presentation of prevailing theory and great 
interest in some of his more practical conclusions. He has some very inter- 
esting comments on cost-of-living escalator arrangements for wage rates, the 
decline of the role of the strike in (German) labor relations and—character- 
istically—the need to substitute “scientific” guidance for our antiquated 
methods of settling wage conflicts. 

All in all, the book is useful and in parts excellent. Its main disadvantage 
is that by creating the appearance that a well-established body of knowledge 
exists in the field of wage theory it may discourage rather than call forth 
further research. 

ApoLF STURMTHAL 

Roosevelt University 


New Concepts in Wage Determination. Edited by Grorcz W. TAYLor and 
Frank G. Pierson. (New York: McGraw-Hill. 1957. Pp. xiii, 336. 
$6.50.) 

Students of labor economics will find this symposium on wage theory and 
structure a valuable addition to the literature on the subject. Twelve recog- 
nized experts in the field, including four past presidents of the Industrial and 
Labor Research Association, have collaborated to present this lucid and fre- 
quently brilliant summary of current wage theory and wage structures. 

The contributors do not attempt to construct a comprehensive wage theory. 
Indeed the authors seem to question the feasibility and desirability of formu- 
lating such a theory. As a result the volume concentrates on the explanation 
of a variety of subjects dealing with wage structure and wage movement. But 
the authors have avoided the pitfall of presenting disjointed discussions on 
related topics which is so common to this type of symposium. The twelve 
authors met over a period of three years while the volume was being written. 
The result is a well-integrated and excellent volume on the various aspects 
of wage determinations—collective bargaining, interplant and intraplant wage 
structures, wage differentials and wage movements. 

In their search for principles of wage determination the authors have 
placed the greatest emphasis on empirical evidence including day-to-day 
experience and have avoided excessive reliance upon deductive reasoning, the 
tried and true handmaiden of traditional wage theory. The latter approach 
was tried recently in a similar symposium (Impact of the Union, [New York, 
1951], edited by D. M. Wright) by several prominent general economists 
covering much of the same ground as the present volume. These economists 
applied the tools of their trade without the benefit of empirical evidence to 
the examination of wage theory and the economic impact of unions, The 


= 
_ 


BOOK REVIEWS 223 


result was an arid discussion, related little to actual conditions. In contrast 
the present volume is realistic, meaningful and establishes a sound frame- 
work for the analysis of wage structure. 

The 11 essays in the volume are divided into 3 sections. The volume opens 
with an historical review of wage theory by Frank G. Pierson. He finds that 
received wage theory offers little help for analyzing wage relations, nor does 
it add much to the understanding of contemporary wage issues, though he 
finds marginal analysis helpful to explain long-run wage movements. He 
appears to imply that the tools available to the economist are insufficient for 
the understanding of wage determination, but he expresses faith that recent 
studies will lead to a better understanding of wage behavior and urges 
further empirical work to achieve this goal. A safe conclusion, for one cannot 
lose caste by suggesting further study. It would have been helpful if Pierson 
had pin-pointed the areas where additional research might be more fruitful. 

The next three chapters constitute a tripartite discussion of the role col- 
lective bargaining plays in wage determination. Leland Hazard concentrates 
his discussion on collective bargaining in large business units. While he 
grudgingly admits that the purpose of business is to make profits, yet he 
asserts that management in large corporations is more concerned with main- 
taining production and is, therefore, ready to make concessions to unions to 
win uninterrupted production. Apparently, according to Hazard, large corpora- 
tions are little concerned about profits. He would have us believe that as long 
as production continues profits come naturally to corporations. The union 
spokesmen, Nathaniel Goldfinger and Everett Kassalow, appear to be as 
apologetic about unions asking for more as Hazard is reluctant to talk about 
profits. The burden of their arguments is to prove that unions have a long-run 
impact upon wage determination and that unions have had a salutary effect 
upon total economic development. They state their case skillfully and persua- 
sively. George W. Taylor presents the public view on the role of collective 
bargaining. He stresses the need for consent in achieving wage determination 
and concludes that a theory of collective bargaining is essential for a realistic 
theory of wages under present American conditions. 

The second part of the symposium consists of 4 papers dealing with struc- 
tural characteristics of wages, and their interrelationship within the firm, 
industry and nation. John T. Dunlop suggests that a wage theory must take 
account of intraplant as well as interplant wage relationships and also of the 
role of key rates in determining wage structures. The Dunlop paper, though 
brilliant as far as it goes, presents a static analysis of the anatomy of wage 
structure. He stops short of explaining the impact of total economic activity on 
wage structure. The other three contributors to this section—E. Robert 
Livernash, Arthur M. Ross and Richard A. Lester—deal respectively with 
intraplant, interplant and regional wage relationships and differentials. Their 
discussion is largely descriptive of present-day wage structure in the American 
economy. 

The final part of the book deals with general wage movements at the 
national level. Lloyd G. Reynolds questions the desirability or feasibility of a 
general theory of wages in our economy where wage determination is highly 
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fragmentized. Of timely interest is his unverified assertion that unions have 
only a minor influence in raising prices and money wage leveis. Clark Kerr 
asserts that unions have not had a significant effect on income distribution. 
Though his conclusion may be correct, the voluminous statistics that he uses 
to buttress his thesis are of questionable pertinence and significance. But 
Kerr is apparently aware of the shortcomings of his evidence since he tempers 
his conclusions by a reminder of Samuel Butler’s observation that “life is the 
art of drawing sufficient conclusions from insufficient premises.” The volume 
closes with a keen and discerning analysis by Melvin Rothbaum of wage 
movements in the United States, France and Italy between 1938 and 1952 and 
the major factors that have accounted for the general wage movements in 
these countries during the 14-year period. 

The volume offers little that is new in wage concepts. This is largely due to 
the prominence of the contributors, who have themselves pioneered in the 
respective areas which they summarize in the symposium, and to the general 
acceptance of their original contributions. The real value of New Concepts in 
Wage Determination lies in its presentation of a comprehensive framework for 
the analysis of wage structure in the United States. The study fails, however, to 
throw much light on the relation of wage levels and wage movements to 
macroeconomic analysis. 

Throughout the volume several of the contributors comment on the fact 
that economic theory is a product of the economic developments of a given 
time and place. New Concepts in Wage Determination seems to support this 
proposition. It was written in a period of relatively high employment, 
stable prices and peaceful industrial relations. The volume reflects these con- 
ditions. Apparently satisfied with existing conditions, the authors show little 
concern for public policy implications of their findings. Some readers may find 
the study wanting due to this cavalier disregard of the broader implications of 
wage movements and structure. But in a period of prosperity and contentment 
there seems to be little inclination to worry about these disconcerting and 
disturbing problems. 

Sar A. LEVITAN 

Legislative Reference Service 

Library of Congress 


History of Employers’ Associations in the United States. By CLARENCE E. 
Bonnett. (New York: Vantage Press. 1956. Pp. ix, 573. $5.00.) 

Bonnett’s earlier work, Employers’ Associations in the United States, 
published in 1922, dealt with the structure and function of these organizations 
for purposes of labor problems. The present work is designed to trace the de- 
velopment of employers’ associations in various industries through the year 
1900. 

The 500-odd pages in this book are literally crammed with facts and figures, 
arranged chronologically with industry breakdowns in each period. It is a 
painstaking description of the activities of employers’ associations in such 
matters as resistance to union organization, strike tactics, negotiation practices, 
etc. But one looks in vain for an analysis of that behavior or for the basic 
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trends. Nor is there even a concluding chapter which might provide the 
reader with an incisive over-all view of the socio-economic forces responsible 
for shaping the policies of American employers’ associations in labor matters 
during the period studied. To be sure, there is a final chapter entitled Sum- 
mary and Conclusions; but it offers no such orientation. In brief, the book 
can best be characterized as a detailed chronology—nothing more, nothing 
less. 

To aver that this is not an analytic piece of historical research is hardly 
synonymous with saying that the author’s efforts have been wasted. Quite the 
contrary. The “raw material” in this volume can prove quite valuable for 
scholars with a more analytic bent of mind than Bonnett. They can utilize 
his findings to “test” and—where necessary—reformulate the relevant com- 
ponents of the various models now available to explain the collective bargain- 
ing institution in this country. 

JosEPH SHISTER 

University of Buffalo 


Labor Economics and Industrial Relations. By A. L. GrrLow. (Homewood, 
Tll.: Richard D. Irwin. 1957. Pp. xvii, 724. $6.75.) 

Professor Gitlow’s book is one of several new textbooks on labor economics 
published in recent years and should be considered among the better ones. 
The author has covered the major topics necessary to an introductory course 
in labor economics without permitting the book to become too voluminous. 

Part I deals primarily with population, migration, and labor-force materials. 
Trade unionism and industrial relations is the subject of Part II. It begins 
with chapters on the theory of the labor movement and union development and 
includes a discussion of a variety of issues, such as dualism and union rivalry, 
monopolistic effects of unions, collective bargaining objectives and policies, 
and the legal framework of the union and its bargaining policies. Part III is 
concerned with wages and employment. In addition to a concise presentation 
of the marginal productivity theory, there are chapters on wages and mobility, 
wages and employment, wage criteria, and wage supplements. Part IV is 
devoted to such problems as unemployment, technology, and insecurity. 

In general, the book is well written. Its straightforward writing is not 
meant to entertain, but the student should find it clear and concise. Several 
of the topics could easily be rearranged should this be desired. The book is 
short enough (724 pages, but large print) to permit the instructor to add 
supplementary materials to chapters considered to be inadequately developed. 
This reviewer, for instance, would supplement the material on the labor force 
(Part I), union development (Part II), and trade union wage policy (Part 
III), if he were using the book in an introductory course in labor economics. 

The heart of the book is Parts II and III, and there are several chapters 
in these sections worthy of particular mention. Gitlow is one of very few 
authors who make any attempt to consider the goals or purposes of trade 
unionism by presenting any theories of the labor movement. For this he is to 
be commended, although the theories may be presented too briefly for proper 
appreciation by the student. Had he been more selective in the number dis- 
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cussed, the space could have been devoted to the more important concepts. 

Rather than including consideration of such issues as communism, dualism, 
leadership rivalry, and union corruption in his chapter on “Trade Union 
Government,” Gitlow devotes an entire chapter to these as “Trade Union 
Problems.” This is an interesting arrangement and certainly emphasizes some 
major problems, but this chapter is disappointing. It is superficial and choppy 
and fails to get beyond the reporting stages and down to an analytical treat- 
ment. Biographical sketches of a few labor leaders are presented rather than 
an examination of the status of leadership in the American union movement. 
The section dealing with union corruption is a newspaper account of some of 
the unions involved in racketeering and does not adequately meet the issues of 
corruption, ways unions become corrupted, where controls are lacking, and 
possible remedies. 

The chapters on collective bargaining are closely integrated and well de- 
veloped. He moves smcothly from the aims and scope of collective bargaining 
to the issues involved in the development of a trade agreement. A most 
adequate presentation of wage theory is made in Part III. Gitlow gives a 
fairly rigorous treatment of the marginal productivity analysis, recognizing the 
criticism of this theory in recent years. 

After a general discussion of mobility, Gitlow gives a synopsis of thirteen 
case studies. They illustrate many of the problems involved in the determina- 
tion of mobility and take the place of the more traditional listing of factors 
that make for and that work against mobility. The implications of these 
studies would have been clearer to the student if Gitlow had provided a more 
adequate appraisal of their results. 

Gitlow’s very good treatment of wage differentials might well have been 
preceded by a thorough treatment of trade-union wage policy. This topic 
which has received rather intensive research in recent years is mentioned only 
briefly in the theory section; but an entire chapter is devoted to wage criteria. 

It is easy to point out omissions and to suggest additions, but any adverse 
comments should not overshadow the fact that a good book on labor eco- 
nomics has been written. 

Cart CABE 
University of Illinois 
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Covers books and periodicals, 1955 and periodicals first third of 1956. 

Staatslexikon—Recht Wirtschaft Gesellschaft. Vol. I. 6th, rev. ed. (Freiburg: Herder. 
1957. Pp. xii, 624. DM 68,—.) 

An encyclopedia of political, legal and social sciences, in eight volumes. 


Price and Ailocation Theory; Income and Employment Theory; Related 
Empirical Studies; History of Economic Thought 

Bayt, A. Marxov zakon vrednosti. (Marx’ law of value.) (Ljubljana, Yugoslavia: Pravna 
Fakulteta, Univ. v Ljubljani. 1953. Pp. 363.) 

Bryumin, I. G. Ocherki sovremennoy burzhuaznoy politicheskoy ekonomii SShA. (Outline 
of the contemporary bourgeois political economy of the USA.) (Moscow: Gospolitizdat. 
1956. Pp. 279. Rbl. 6.75. 

Carter, C. F., Merepitru, G. P. ann SHackxte, G. L. S., ed. Uncertainty and business 
decisions—the logic, philosophy and psychology of business decision-making under un- 
certainty—a symposium. 2nd ed. rev. (Liverpool: Liverpool Univ. Press. 1957. Pp. x, 
158. 22s 6d.) 

CHAMBERLIN, E. H. Toward a more general theory of value. (New York: Oxford Univ. 
Press. 1957. Pp. xii, 318.) 

Cuow, G. C. Demand for automobiles in the United States—a study in consumer durables. 
Contrib. to econ. analysis, no. 13. (Amsterdam: North-Holland Pub. 1957. Pp. xi, 110. 
f10.—.) 

Denem, R. Eléments de science économique. (Louvain and Paris: Nauwelaerts, for Inst. 
Recherches Econ. et Soc. 1957. Pp. 218. 210 fr.; paper, 150 fr.) 


’ Dreterten, P. L’investissement. Bilans de la Connaissance Econ., no. 6. (Paris: Lib. 


Marcel Riviére. 1957. Pp. 362. 1.200 fr.) 
Dun top, J. T. The secular outlook—wages and prices. (Los Angeles and Berkeley: Inst. 
Indus. Relations. Univ. of California. 1957. $1.) 
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Lawrence, E. P. Henry George in the British Isles. (East Lansing: Michigan State Univ. 
Press. 1957.°Pp. 203. $5.) 

Panxuurst, R. The Saint Simonians, Mill and Carlyle—a preface to modern thought. 
(London: Sidgwick & Jackson. 1957. Pp. x, 154. 21s.) 

Porescu, O. La regidn econdmica. (Buenos Aires: Author, Univ. Nacional de La Plata. 
1957. Pp. 46.) 

Sacxrin, S. M. anp Conover, A. G. Tobacco smoking in the United States in relation to 
income. Marketing research rept. no. 189. (Washington: Supt. Docs. 1957. Pp. viii, 212, 
mimeo. $1.) 

SmiruH, A. Selections from The wealth of nations. Edited by G. J. Stigler. (New York: 
Appleton-Century-Crofts. 1957. Pp. ix, 116.) 

Productivity, prices and incomes—materials prepared for the Joint Economic Committee 
by the Committee staff, 85th Cong., 1st sess. (Washington: Supt. Docs. 1957. Pp. xii, 
281.) 

This material was prepared for the Joint Economic Committee by its staff for the 
purpose of the Committee’s study of possible maladjustments that might interfere with 
stability or economic growth; more specifically, “the cost-price squeeze in agriculture, 
differences between rates of increase in productivity, wages, and prices, and differences 
between profit rates of large and small businesses. . . . 


Economic History; Economic Development; National Economies 


Bauer, P. T. Economic analysis and policy in underdeveloped countries. Duke Univ. 
Commonwealth-Stud. Center pub. no. 4. (Durham: Duke Univ. Press. London: Cam- 
bridge Univ. Press. 1957. Pp. xiii, 145. $3.) 

Bernstein, M. H. The politics of Israel—the first decade of statehood. (Princeton: 
Princeton Univ. Press. 1957. Pp. xvii, 360. $6.) 

BieveL, R. Politica econdmica de los paises insuficientemente desarrollados. (La Plata, 
Argentina: Centro Estud. de Derecho F.U.L.P. 1957. Pp. 48.) 

Bonne, A. Studies in economic development, with special reference to conditions in the 
underdeveloped areas of Western Asia and India. (London: Routledge & Kegan Paul. 
1957. Pp. x, 294. 32s.) 

BouveEvit1E, J. R. Contribution a l'étude des poles de croissance Brésiliens—une industrie 
motrice—la sidérurgie du Minas Gerais. Cahiers, ser. F, no. 10. (Paris: Inst. Sci. Econ. 
Appliquée. 1957. Pp. ii, 71.) 

Brookes, E. H. anp Hurwitz, N. The native reserves of Natal. Natal Regional Survey, 
vol. 7. (New York and Capetown: Oxford Univ. Press, for Univ. of Natal. 1957. Pp. ix, 
195. $6.) 

DesHmuxkH, C. D. Economic developments in India 1946-1956—a personal retrospect. 
(Bombay: Asia Pub. House. 1957. Pp. 167. Rs 6.) 


Fay, C. R. Life and labour in Newfoundland. (Toronto: Univ. of Toronto Press. 1957. 
Pp. viii, 254. $5.) 

Gorp, N. L. Regional economic development and nuclear power in India. (Washington: 
Nat. Planning Assoc. 1957. Pp. xvi, 132. $2.75.) 


Hicctns, B. Indonesia’s economic stabilization and development. (New York: Inst. Pacific 
Relations. 1957. Pp. xxii, 179. $4.) 


Hoskins, W. G. The midland peasant—the economic and social history of a Leicestershire 
village. (New York: St. Martin’s Press. London: Macmillan. 1957. Pp. xxii, 322. $6.75.) 

LauTersacu, A. Increasing the wealth of nations—the quest for economic development. 
(Washington: Public Affairs Press. 1957. Pp. 40. $1.) 

LeiBensTEIN, H. Economic backwardness and economic growth—studies in the theory of 
economic development. (New York: John Wiley. London: Chapman & Hall. 1957. 
Pp. xiv, 295. $6.75.) 
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Lenin, V. I. The development of capitalism in Russia. (London: Lawrence & Wishart, 
1957. (Moscow: For. Languages Pub. House. 1956. Pp. 751. 9s 6d.) 

This is the first English translation in full of the work written by Lenin at the end of 
last century. 

LoxsHIn, E. Y. Ocherk istorii promyshlennosti SSSR 1917-1940. (Outline of history of the 
industry of the USSR 1917-1940). (Moscow: Gosudarstvennoye Izdatel’stvo Politiches- 
koy Literatury. 1956. Pp. 320. Rbl. 7.) 

MitcHett, B. Heritage from Hamilton. (New York: Columbia Univ. Press. 1957. Pp. viii, 
160. $3.75.) 

This book is based on the Gino Speranza Lectures delivered in Columbia University as 
part of celebration of Alexander Hamilton’s 200th anniversary. 

Ner, J. U. Industry and government in France and England, 1540-1640. (Ithaca: Cornell 
Univ. Press. 1957. Pp. x, 162, $1.45.) 

Originally published in 1940 in the Memoirs of the American Philosophical Society, 
Vol. XV. 

Newman, P. C. anp Aries, R. S. Technical cooperation with underdeveloped countries. 
Pamph. no. 39. (New Delhi: Eastern Economist. n.d. Pp. v, 135. 50¢.) 

Nutter, G. W. Some observations on Soviet industrial growth. Occas. paper no. 55. (New 

York: Nat. Bur. Econ. Research. 1957. Pp. 12. 50¢.) 

Oxiver, H. M., Jr. Economic opinion and policy in Ceylon. Duke Univ. Commonwealth- 
Stud. Center pub. no. 6. (Durham: Duke Univ. Press. London: Cambridge Univ. Press. 
1957. Pp. xiii, 145. $3.50.) 

Perroux, F. Théorie générale du progrés économique. Ser. 1, Le progrés économique. No. 1, 
Les mesures des progrés économiques et Vidée d’économie progressive. No. 2, Les com- 
posants. 1, La création. 2, La propagation—A, Modéles microéconomiques. (Paris: Inst. 
Sci. Econ. Appliquée. No. 1, 1956; 2 and 3, 1957. Pp. 47, 89, 109.) 

Raymonp, E. Soviet economic progress—because of or in spite of the government? (New 
York: Rinehart. 1957. Pp. iv, 56. 75¢.) 

Reyes, J. Apuntaciones sobre problemas ecuatorianos. (Quito: Ed. Casa de la Cultura 
Ecuatoriana. 1957. Pp. 135. S/. 15.—.) 

SavEQuE, A. The economic emergence of Pakistan. Pts. 1 and 2. Econ. pub. ser. 1 and 2. 
(Dacca: Provincial Stat. Board and Bur. Commercial and Indus. Intelligence. 1954; 1956. 
Pp. ii, 35; iv, 49.) 

SHannon, L. W. Underdeveloped areas—a book of readings and research. (New York: 
Harper. 1957. Pp. xi, 496. $6.50.) 

The articles included were selected from a list of about 2000 papers that have appeared 
in about 200 professional or scholarly journals on the subject of underdeveloped areas 
over the past ten years. The subjects of the articles include political, sociological, anthropo- 
logical, demographic, education and economic topics. 

Sputser, N. The economics of Communist Eastern Europe. (New York: Technology Press 
of Massachusetts Inst. of Tech. and John Wiley. London: Chapman & Hall. 1957. 
Pp. xxviii, 525. $12.50.) 

Wrzes, J., ed. Productivity and progress. (Sydney: Angus Robertson, for Australian Inst. 
Pol. Sci. 1957. Pp. xxii, 306. 25s.) 

This book consists of papers read at the 23rd Summer School of the Australian Institute 
of Political Science, held at Canberra, 26-28 January 1957, by K. F. Walker, C. Kerr, 
C. Geddes, H. Hartley, J. M. Dixon, and others. 

An African survey, revised 1956. A study of problems arising in Africa south of the Sahara, 
by Lord Hailey, issued under the auspices of the Royal Institute of International Affairs. 
(New York and London: Oxford Univ. Press. 1957. Pp. xxvi, 1676. $16.80.) 

The scientific-industrial revolution. (New York: Model, Roland & Stone. 1957. Pp. 47.) 

STANVAC in Indonesia. U.S. bus. performance abroad, case stud. no. 6, by the Indonesia 
Project, CENIS, Mass. Inst. Tech. (Washington: Nat. Planning Assoc, 1957. Pp. xi, 118. 
$1.) 
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Statistical Methods; Econometrics; Social Accounting 


Beacu, E. F. Economic models—an exposition. (New York: John Wiley. London: Chap- 
man & Hall. 1957. Pp. xi, 227. $7.50.) 

Bentzet, R., In coop. K, Exiér aNp OTHERS. Den privata konsumtionen i Sverige 
1931-65. (Private consumption in Sweden 1931-65.) (Stockholm: Industriens Utrednings- 
institut. 1957. Pp. xvi, 475. SKr. 38.) 

Bor, M. Z. Balans narodnogo khoziaistva SSSR. (Balance [i.e., national accounts] of the 
economy of the USSR.) (Moscow: Gospolitizdat. 1956. Pp. 126.) 

CrEAMER, D. AND OTHERS. [srael’s national income 1950-1954. Special ser. no. 57. (Jerusa- 
lem: Falk Project for Econ. Research in Israel and Central Bur. Stat. 1957. Pp. 115. 
$2.; IL 2.000.) 

Fetter, W. An introduction to probability theory and its applications. Vol. I. 2nd ed. 
(New York: John Wiley. 1957. Pp. xv, 461. $10.75.) 

Jasny, N. The Soviet 1956 statistical handbook—a commentary. (East Lansing: Michigan 
State Univ. Press. 1957. Pp. xii, 212. $4.95.) 

JEANNENEY, J. Tableaux statistiques relatifs 4 Péconomie francaise et économie mondiale. 
Cahiers de Fondation Nat. des Sci. Pol. no. 87. (Paris: Lib. Armand Colin. 1957. 
Pp. 201.) 

McCartay, P. J. Introduction to statistical reasoning. (New York: McGraw-Hill. 1957. 
Pp. xiii, 402. $5.75.) 

Anuarul statistic al R.P.R. 1957. (With an appendix, translating the list of tables into 
Russian and French.) (Bucharest: Direction Centrale de Stat. 1957. Pp. 134.) 

Corporate profits in the decade 1947-56. (Washington: Machinery and Allied Prod. Inst. 
1957. Pp. 27.) 

Crucial questions concerning the 1958 economic census program. A special report of the 
scheduled 1958 censuses of business, manufactures, mineral industries and transportation. 

* (Washington: Fed. Stat. Users’ Conference. 1957. Pp. 13.) 


Economic Systems; Planning and Reform; Cooperation 
Cusa, N. M. El “Plan Hallesint” al alcance de todos. (Buenos Aires: Ed. Hallesint. 1957. 
Pp. 96.) 
Dyitas, M. The new class—an analysis of the Communist system. (New York: Praeger. 
1957. Pp. 214.) 


Wa ker, G. Economic planning by programme and control in Great Britain. (New York: 
Macmillan. 1957. Pp. xii, 175. $3.75.) 


Business Fluctuations 
Suisxin, J. Electronic computers and business indicators. Occas. paper 57. (New York: 
Nat. Bur. Econ. Research. 1957. Pp. iv, 50. $1.) 
Sincu, D. B. Inflationary price trends in India since 1939. (Bombay: Asia Pub. House. 
1957. Pp. xv, 284. Rs 16.50.) 
Economic report of the President, transmitted to the Congress, January 20, 1958. (Wash- 
ington: Supt. Docs. 1958. Pp. viii, 65¢.) 


Money, Credit and Banking; Monetary Policy; 
Consumer Finance; Mortgage Credit 
Bett, V. M. Central banking in Mexico—monetary policies and financial crises, 1864-1940. 
(Ann Arbor: Bur. Bus. Research, Univ. of Michigan. 1957. Pp. 123. $5.) 
Cracxo, K. C. The monetary and fiscal policy of India. (Bombay: Vora. 1957. $4.) 
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Day, A. C. L. Outline of monetary economics. (London: Oxford Univ. Press. 1957. Pp. 
559.) 

Katona, G., with A. LAUTERBACH AND S. STEINKAMP, COLLABORATORS. Business looks at 
banks—a study of business behavior. (Ann. Arbor: Univ. of Michigan Press, 1957. Pp. 
vi, 184. $5.) 

This report is based on a nationwide sample interview survey conducted by the Survey 
Research Center. “We determined opinions of business executives by studying the image of 
banks in the minds of principal financial officers of corporations. .. . Are business executives 
satisfied with their banks and with the banking services offered? Do they see banks as 
competing with each other? What differences do they see among large and small banks? 
. . « One major purpose of the investigation is to shed light on decision-making by 
business firms. . . .” (From the introduction.) 

Lunt, D. C. The Farmers Bank—an historical account of the president, directors, and 
company of the Farmers Bank of the State of Delaware 1807-1957. (Dover: Farmers 
Bank of the State of Delaware. 1957. Pp. 308. $10.) 

Nusssaum, A. A history of the dollar. (New York: Columbia Univ. Press. 1957. Pp. viii, 
308. $4.50.) 

Puetps, C. W. Accounts receivable financing as a method of business finance. Stud. in com- 
mercial financing no. 2. (Baltimore: Educ. Div. Commercial Credit Co. 1957. Pp. vii, 
65.) 

RatcurFrF, R. U., RarHsun, D. B., anp Honnotp, J. Residential finance, 1950. Pub. of Soc. 
Sci. Research Council, in coop. with U.S. Bur. Census. (New York: John Wiley. London: 
Chapman & Hall. 1957. Pp. x, 180. $6.) 

Veit, O., wiTH Peters, O., STADERMANN, B. AND Boepier, H. Changes in monetary policy 
and their consequences. Transl. of the German ed., Die verénderte Wahrungspolitik und 
ihre Folgen. (Frankfurt: Fritz Knapp. 1957. Pp. 215.) 

The Federal Reserve Act (approved December 23, 1913) as amended through December 31, 
1956. With an appendix containing provisions of certain other acts of Congress which 
affect the Federal Reserve System. (Washington: Board of Governors, Fed. Reserve 
System. 1957. Pp. 285.) 

Financial Institutions Act of 1957. Hearings before the House Committee on Banking and 
Currency, S3th Cong., 1st sess. (Washington: Supt. Docs. 1957). 

Money and banking. (New York: Pitman. 1957. Pp. xix, 588. $6.) 

Compiled by the Committee on Money and Banking, a collaborative writing group of 
59 money and banking professors. 

Relations between the central banks and commercial banks—being the lectures delivered at 
the Tenth International Banking Summer School, Garmisch-Partenkirchen, September 
1957. (Frankfort/Main: Fritz Knapp, for Bundesverband des Privaten Bankgewerbes. 
1957. Pp. 209. DM 24,—.) 


Public Finance; Fiscal Policy 


Asers, W. Die Einkommensbesteuerung in Frankreich seit dem Ersten Weltkrieg—Eine 
Analyse ihrer wirtschaftlichen, sozialen und administrativen Probleme. Kieler stud. no. 
42. (Kiel: Inst. f. Weltwirtschaft, Univ. Kiel. 1957. Pp. x, 320. DM 36,—.) 

Biocu, H. S. Technical assistance programme—a report on technical assistance in the 
fiscal and financial field. Rept. no. TAA/GHA/2., This report is not an official document 
of the UN, but a paper specially prepared for the use of the Government of Ghana and 
of officials and experts of the UN. (New York: United Nations. 1957. Pp. iv, 21.) 

LinpBAck, A. Statsbudgetens verkningar pai konjunkturutvecklingen. (The effects of the 
state budget on economic development.) Public ser. SOU 1956:48. (Stockholm. 1956. 
Pp. 114.) 

McKean, R. N. Operations research and government budgets. Paper no. P-999-RC. (Santa 
Monica: RAND Corp. 1957. Pp. 190.) 
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Suiom1, S. Japan’s finance and taxation—1940-1956. Transl. by Shotaro Hasegawa. (New 
York: Columbia Univ. Press. 1957. Pp. xi, 190. $6.) 

The budget process in the federal government. Report of the Subcommittee on Executive 
and Legislative Reorganization for the House Committee on Government Operations, 
June 1957. (Washington: Supt. Docs. 1957. Pp. 163.) 

Federal lending—its growth and impact. Occas. paper 58. (New York: Financial Research 
Program, Nat. Bur. Econ. Research. 1957. Pp. viii, 48. $1.) 

A summary of the research report by R. J. Saulnier, H. G. Halcrow, and N. H. 

Jacoby, prepared by the editorial staff of the NBER. 

State finances, 1948, 1952 and 1955—second of a series of special reports presenting a state 
by state analysis of revenue, expenditure and debt in current and constant dollars. 
(Chicago: Council of State Governments. 1957. Pp. 70.) 

Tax reform and tax revision—two sessions of the 373rd meeting of the Conference Board. 
Rev., Stud. in bus. econ. no. 58. (New York: Nat. Indus. Conf. Board. 1957. Pp. 67.) 
Tennessee Valley Authority financing. Hearings before the Subcommittee on Flood Control 
of the House Committee on Public Works, 85th Cong., 1st sess., Mar. 28-May 7, 1957. 

(Washington: Supt. Docs. 1957. Pp. 283.) 


International Economics 


Corm, G. anp Hetzner, M. General economic feasibility of national security programs. 
Brings up to date NPA Planning pamph. no. 84, Can we afford additional programs for 
national security? (Washington: Nat. Planning Assoc. 1957. Pp. 21, mimeo. 35¢.) 

CrowTHeER, G. The mortality of discrimination in international trade. (Berkeley: Com. on 
the Barbara Weinstock Lectures, Univ. of California. 1957. Pp. 29.) 

Diamonp, W. Development banks. Baltimore: Johns Hopkins Press, for Internat. Bank 
for Reconstruction and Development. 1957. Pp. xiii, 128. $3.) 

“This is the first publication. of the Economic Development Institute. The Institute was 
established in 1955 by the International Bank for Reconstruction and Development. Its 
essential objective is to improve the quality of economic management in government in the 
less developed countries.” (From the foreword.) 

Development banks or development corporations, whether private or governmental, 
usually have the purpose of providing capital and enterprise in countries where these pre- 
requisites of economic growth are lacking. 

Guicx, P. M. The administration of technical assistance—growth in the Americas. (Chi- 
cago: Univ. of Chicago Press, for Nat. Planning Assoc. 1957. Pp. 390.) 

L’Humuter, J. A. Théorie et pratique de la coopération économique internationale. (Paris: 
Lib. de Médicis. 1957. Pp. 603. 2.400 fr.) 

Lupwic, M. Internationale Rohstoffpolitik. (Zurich: Polygraphischer. 1957. Pp. 128. 
Sw.Fr. 18.80.) 

Mrxesett, R. F. Promoting United States private investment abroad. And A statement 
by the NPA International Committee. Planning pamph. no. 101. (Washington: Nat. 
Planning Assoc. 1957. Pp. v, 87. $1.75.) 

Patterson, G., AND Furniss, E. S., Jr. NATO—a critical appraisal, on the basis of an 
international conference held at Princeton University from June 19 through June 29, 
1957. (Princeton: Princeton Univ. Conf. on NATO. 1957. Pp. v, 107.) 

Rist, M. Une expérience francaise de libération des éxchanges au XIX siécle—le traité de 
1860. (Paris: Lib. Sirey. 1957. Pp. xi, 54.) 

Area redevelopment. Hearings before a subcommittee of the Senate Committee on Banking 
and Currency, 85th Cong., 1st sess. (Washington: Supt. Docs. 1957. Vol. I.) 

A collection of excerpts and a bibliography relative to United States foreign aid prepared 
at the request of the Senate Committee on Foreign Relations by the Senate Foreign 
Affairs Division, 85th Cong., Ist sess., by Library of Congress Legislative Reference 

Service. (Washington: Supt. Docs. 1957. Pp. 39.) 
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First annual report on the operation of the Trade Agreements Program. Message from the 
President, 85th Cong., ist sess. House doc. 93. (Washington: Supt. Docs, 1957. Pp. iv, 
248.) 

Foreign exchange regulations in Great Britain. Suppl. 14. (Basle: Bank for Internat. 
Settlements. 1957. Pp. 150. Sw.Fr. 95.—.) 

Foreign trade policy. Compendium of papers on U.S. foreign trade policy collected by the 
staff for the Subcommittee on Foreign Trade Policy of the House Committee on Ways 
and Means. (Washington: Supt. Docs. 1957. Pp. 1157.) 

Import tax on lead and zinc. Hearings before the Senate Committee on Finance, 85th 
Cong., 1st sess., July 22-24, 1957. (Washington: Supt. Docs. 1957. Pp. 311.) 

International stability and progress—United States interests and instruments. Background 
papers and final report of the 11th American Assembly, May 2-5, 1957. Final ed. (New 
York: Grad. Sch. Bus., Columbia Univ. 1957. Pp. 184.) 

Operation of the Trade Agreements Program—ninth report July 1955-June 1956. (Wash- 
ington: U.S. Tariff Comm. 1957. Pp. xi, 379.) 

Policies and operations under Public Law 480. Hearings before the Senate Committee 
on Agriculture and Forestry, 85th Cong., 1st sess., on the operation and administration 
of the Agricultural Trade Development and Assistance Act of 1954, and its relationship 
to foreign policy, June-July, 1957. (Washington: Supt. Docs, 1957. Pp. 726.) 

Report of the Committee on Ways and Means on United States customs, tariff and trade 
agreement laws and their administration from the Subcommittee on Customs, Tariffs, 
and Reciprocal Trade Agreements. (Washington: Supt. Docs. 1957. Pp. vi, 223.) 

Report to Congress on the Mutual Security Program for the six months ended June 30, 
1957. (Washington: Supt. Docs. 1957. Pp. v, 39.) 

World economic survey 1956. (New York: UN Dept. Econ. and Soc. Affairs. 1957. 
Pp. 271.) 


Business Finance; Investment and Security Markets; Insurance 


McGut, D. M. Life insurance sales management. (Homewood, Ill.: Irwin, for Huebner 
Foundation for Insur. Ed., Univ. of Pennsylvania. 1957, Pp. xvii, 301. $5.) 

MicHersacHer, G. F. Multiple-line insurance. (New York: McGraw-Hill. 1957. Pp. xiii, 
660. $8.75.) 


Business Organization; Managerial Economics; 
Marketing; Accounting 


Arcyris, C. Personality and organization—the conflict between system and the individual. 

(New York: Harper. 1957. Pp. xiii, 291. $4.) 

BrumMet, R. L. Overhead costing—the costing of manufactured products. Bus. stud. 

XIII(2). (Ann Arbor: Bur. Bus. Research, Univ. of Michigan. 1957. Pp. xii, 157.) 
Cocuran, T. C. The American business system—a historical perspective 1900-1955. 

(Cambridge: Harvard Univ. Press. 1957. Pp. ix, 227. $4.75.) 

“The ensuing discussion takes up those ingredients of the system that appear to have 
been most dynamic at various periods and groups them in separate chapters. Among 
such major ingredients have been technology, which sets the potential forms and levels 
of production, the operation of manufacturing industry that accounts for the vast flow 
of products, the amount of saving and the channels of investment, the character of busi- 
nessmen and business institutions, the rise of the ‘welfare state,’ and changing conceptions 
of the social place and responsibilities of business.” (From the foreword.) 


Crisp, R. D. Marketing research. (New York: McGraw-Hill. 1957. Pp. xii, 798. $7.50.) 


ExnrMann, H. W. Organized business in France. (Princeton: Princeton Univ. Press. 1957. 
Pp. xx, 514. $7.50.) 
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GorpsteIn, J. R. Scientific aids to decision-making—a perspective. Paper no. P-1042. 
(Santa Monica: RAND Corp. 1957. Pp. 11.) 

Haccov, J. F. Some fundamental problems of policy formation and organisation in the 
commercial field. (Leiden: H. E. Stenfert Kroese. 1957. Pp. 53. f.3.60.) 

Keitn, L. A. Guseiini, C. E. Business management. (New York: McGraw-Hill. 
1958. Pp. viii, 480. $6.50.) 

Ker, B. anp MECKLING, W. Application of operations research to development decisions. 
Paper no. P-1054. (Santa Monica: RAND Corp. 1957. Pp. 22.) 

Konter, E. L. A dictionary for accountants. 2nd ed. (Englewood Cliffs, N.J.: Prentice- 
Hall. 1957. Pp. ix, 516. $10.) 

Lewis, M. D. The Michigan career of Henry H. Crapo, 1855-1869. (Detroit: Wayne State 
Univ. Press. [1958.] Pp. 310. $5.) 

McNarr, M. P., Brown, M. P., LeicHton, D. S. R., AND ENGLAND, W. B. Problems in 
marketing. 2nd ed. (New York: McGraw-Hill. 1957. Pp. ix, 740. $7.) 

McNar, M. P., Burnsam, E. A., AND Hersum, A. C. Cases in retail management. Har- 
vard Grad. Sch. Bus. pub. (New York: McGraw-Hill. 1957. Pp. xiv, 806. $10.) 

Newman, J. W. Motivation research and marketing management. (Boston: Grad. Sch. 
Bus. Admin., Div. Research, Harvard Univ. Pp. xiv, 525. $7.50.) 

Operational research. Proceedings of Operational Research meeting organized at the Uni- 
versity of Aix-Marseilles, Nov. 26-27, 1956. (Aix-en-Provence: Inst. d’Admin. des 
Entreprises, Univ. Aix-Marseilles. 1957. 1.950 fr.) 

Sekatavara—Ja Tekstiilialan Yksityisten Véhittéskauppa—Liikkeiden Kannattavuus v. 
1956. (The returns of general and textile merchandise retail trade in 1956.) With English 
summary. (Helsinki: Helsinki Research Inst. for Bus. Econ. 1957. Pp. 61.) 


Industrial Organization; Government and Business; Industry Studies 


ALperFER, E. B. AND MIcHL, H. E. Economics of American industry. 3rd ed. (New York: 
McGraw-Hill. 1957. Pp. x, 710. $7.) 

Currie, A. W. The Grand Trunk Railway of Canada. (Toronto: Univ. of Toronto. 1957. 
Pp. ix, 556. $8.50.) 

De Haan, J. D. The full-fashioned hosiery industry in the U.S.A. (The Hague: N.V.v/h 
Mouton. 1957. Pp. 188.) 

Guose, T. Technological relationship between investment, production, employment and 
income in ferrous foundry and glass and glassware industries. (Calcutta: Bur. Indus. 
Stat. 1957. Pp. 21.) 

Gotprinc, M. Economics of atomic energy. (New York: Philosophical Lib. 1957. Pp. 179. 
$6.) 

Hanotier, M. Antitrust in perspective—the complementary roles of rule and discretion. 
(New York: Columbia Univ. Press. 1957. Pp. vi, 151. $3.) 

Muter, R. C. Kilowatts at work—a history of the Detroit Edison Company. (Detroit: 
Wayne State Univ. Press. [1957.] Pp. 470. $7.50.) 

Morice, J. La demande d’automobiles en France—théorie, histoire, répartition géogra- 
phique, prévisions. Cahiers de la Fond. Nat. Sci. Pol. no. 86. (Paris: A. Colin. 1957. 
Pp. xv, 218. 1.800 fr.) 

Poot, A. G. anp Lrewetyn, G. The British hosiery industry—a study in competition. 
Second report. (Leicester: University College. 1957. Pp. 52. 7s 6d.) 

PrasaD, P. Some economic problems of public enterprises in India. (Leiden: Stenfert 
Kroese. 1957. Pp. x, 244. f.14.50.) 

SmytuHe, D. W. The structure and policy of electronic communications. Bull. no. 82. 

(Urbana: Bur. Econ. and Bus. Research, Univ. of Illinois. 1957. Pp. 103. $1.50.) 
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Svenpsen, A. S. Skipsfartsikonomikk, III. (Norwegian shipping policy 1945-1957.) 
(Bergen: Inst. Econ., Norwegian Sch. Econ. and Bus. Admin. 1957. Pp. 188.) 

WruiaMs, E. W., Jr. The regulation of rail-motor rate competition. (New York: Harper. 
1957. Pp. ix, 247. $4.50.) 

Winston, A. P. Judicial economics—the doctrine of monopoly as set forth by judges of 
the U.S. federal courts in suits under the anti-trust laws. (Austin: Ambrose Paré 
Winston. 1957. Pp. xiv, 175. $1.) 

ZIMMERMANN, E. W. Conservation in the production of petroleum—a study in industrial 
control. Am. Petroleum Inst., Petroleum monogr. ser., vol. 2. (New Haven: Yale Univ. 
Press. London: Oxford Univ. Press. 1957. Pp. xxii, 417. $6.) 

Administered prices. Hearings before the Subcommittee on Antitrust and Monopoly of the 
Senate Committee on the Judiciary, 85th Cong., 1st sess. (Washington: Supt. Docs. 
1957. Vol. I.) 

Meatpackers. Joint hearings before the subcommittees of the House Committee on the 
Judiciary and House Committee on Interstate and Foreign Commerce, 85th Cong., 1st 
sess., June 5-14 and July 26, 1957. (Washington: Supt. Docs. 1957. Pp. 467.) 

National security and foreign policy in the application of American antitrust laws to 
commerce with foreign nations. A preliminary report by the Special Committee on 
Antitrust Laws and Foreign Trade. (New York: Assoc. of the Bar of the City of 
New York. 1957. Pp. 29.) 

Standard industrial classification manual, prepared by the Technical Committee on Indus- 
trial Classification, Office of Statistical Standards. (Washington: U.S. Bur. Budget. 
1957. Pp. 433). 


Land Economics; Agricultural Economics; Economic Geography; Housing 


Case, F. E. Cash outlays and economic costs of homeownership. (Berkeley: Univ. of 
California Press. Los Angeles: Real Estate Research Program, Univ. of California. 1957. 
Pp. viii, 58. $1.50.) 

Crawson, M. anv Hetp, B. The federal lands—their use and management. (Baltimore: 
Johns Hopkins Press, for Resources for the Future. 1957. Pp. xxi, 501. $8.50.) 

Dicx, W. E. Atomic energy in agriculture. (New York: Philosophical Lib. 1957, Pp. x, 
150. $6.) 

Evans, H. C. The nature of competition among apple processors in the Appalachian area. 
(Morgantown: Agric. Experiment Sta., West Virginia Univ. 1957. Pp. 99.) 

FowkeE, V. C. The national policy and the wheat economy. (Toronto: Univ. of Toronto 
Press. 1957. Pp. ix, 312. $5.50.) 

GULBRANDSEN, O. Strukturomvandlingen i jordbruket. (Structural change in agriculture.) 
Diss.: Ultuna. (Stockholm: Industriens Utredningsinstitut. 1957. Pp. 252. SKr. 24:50.) 


Nrxon, E. B., ed. Franklin D. Roosevelt & conservation—1911-1945. 2 vols. (Hyde Park: 
Franklin D. Roosevelt Lib., Nat. Archives. 1957. Pp. xiv, 614; 700. $9.50.) 

A collection of selected papers from those in the Franklin D. Roosevelt Library having 
to do with “the natural and renewable resources”: soil and water, forests and other soil 
cover, wildlife, and scenic and wilderness areas. Papers concerning “nonrenewable natural 
resources,” such as coal, oil and minerals, and also those concerning water power, have 
been excluded. 

Rose, J. K., Survey of national policies on federal land ownership, with special reference 
to studies conducted by committees of the Congress, of commissions of the executive 
branch of the federal government, 85th cong., 1st sess. (Washington: Supt. Docs. 1957. 
Pp. 44.) 

Saxotsk1, A. M. Land tenure and land taxation in America. (New York: Robert Schal- 
kenback Foundation. 1957. Pp. xii, 316. $3.50.) 
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SerceEev, S. S. Voprosy ekonomichesko-statisticheskogo analiza kolkhoznogo proizvodstva. 
(Problems of economic and statistical analysis of kolkhoz production.) (Moscow: 
Sel’khozgiz. 1956. Pp. 808.) 

Tostiese, A. S. Capital in agriculture—its formation and financing since 1870. Nat. Bur. 
Econ. Research, Stud. in capital formation and financing no. 2. (Princeton: Princeton 
Univ. Press. 1957. Pp. xxvi, 232. $6.) 

Warriner, D. Land reform and development in the Middle East—a study of Egypt, 
Syria, and Irag. (New York: Royal Inst. Internat. Affairs, and Oxford Univ. Press. 
1957. Pp. ix, 197. $2.90.) 

Wess, S. F. The central business district in transition—methodological approaches to 
CBD analysis and forecasting future space requirements. Research paper no. 1. (Chapel 
Hill: Dept. City and Regional Planning, Univ. of North Carolina. 1957. Pp. 44, $2.) 

Annual report for the year ending September 30, 1957. (Washington: Resources for the 
Future. 1957. Pp. 89.) 

Conservation and development of water resources. Joint hearing before the Senate Com- 
mittee on Interior and Insular Affairs and the Subcommittee on Flood Control-Rivers 
and Harbors of the Senate Committee on Public Works, 85th Cong., 1st sess., Aug. 15, 
1957. (Washington: Supt. Docs. 1957. Pp. 76.) 

The demand and price structure for dairy products. Dept. Agric. bull. no. 1168. (Washing- 
ton: Supt. Docs. 1957. Pp. 252.) 

Ideengeschichte der Agrarwirtschaft und Agrarpolitik im Deutschen Sprachgebiet. Vol. I, 
Von den Anfangen bis zum ersten Weltkrieg, by S. v. Frauendorfer. (Munich: Bayerischer 
Landwirtschafts. 1957. Pp. 580. DM 64,—.) 

The landless farmer in Latin America—conditions of tenants, share-farmers and similar 
categories of semi-independent and independent agricultural workers in Latin America. 
Stud. and repts. n.s. no. 47. (Geneva: Internat. Lab. Off. 1957. Pp. vii, 117. $1.) 

Policy for commercial agriculture—its relation to economic growth and stability. Papers 
submitted by panelists appearing before the Subcommittee on Agricultural Policy of 
the Joint Economic Committee, 85th Cong., 1st sess., Nov. 22, 1957. (Washington: Supt. 
Docs. 1957. Pp. xi, 864. $2.25.) 

Price trends and relationships for forest products, 85th Cong., 1st sess. U.S. Forest Service. 
House doc. no. 195. (Washington: Supt. Docs. 1957.) 

State administration of water resources. (Chicago: Council of State Governments. 1957. 
Pp. 153.) 

Toward a realistic farm program. A statement of the CED Program Committee. (New 
York: Com. for Econ. Development. 1957. Pp. 45.) 


Labor Economics 


Benner, R. W. Manpower in Southeast Florida—the next thirty years. Area develop. ser. 
no. 8. (Coral Gables: Bur. Bus. and Econ. Research, Univ. of Miami. 1957. Pp. 99. $3.) 

Davin, P. T. anp Pottock, R. Executives for government—central issues of federal per- 
sonnel administration. (Washington: Brookings Inst. 1957. Pp. x, 186. $1.50.) 

Fawzi, S. E. D. The labour movement in the Sudan 1946-1955. (New York: Oxford 
Univ. Press, under the auspices of Royal Inst. Internat. Affairs. 1957. Pp. xiv, 175. $4.) 

Gap, H. Befolknings—og Arbejdskraftsproblemer i dansk landbrug, I1. (Problems of popu- 
lation and labor force in Danish agriculture, II.) Diss.: Aarhus. (Aarhus: Akad. 
Boghandel. 1957. Pp. 245.) 

Gorpon, M. S. anp Amerson, R. W. Unemployment insurance. (Berkeley: Inst. Indus. 
Relations, Univ. of California. 1957. 50¢.) 


Grecory, P. M. The baseball player—an economic study. (Washington: Public Affairs 
Press. 1956. Pp. vii, 213. $3.75.) 
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Haser, W. AND oTHERS. Maintenance of way employment on U.S. railroads—an analysis 
of the sources of instability and remedial measures. (Detroit: Brotherhood of Mainte- 
nance of Way Employees. 1957. Pp. xiv, 237.) 


Hanna, W. L., ed. The workmen’s compensation laws of California, effective Septem- 
ber 11, 1957—including insurance, safety and related provisions. (Albany, Calif.: Hanna 
Legal Pubs. 1957. Pp. 468.) 


Horew11z, M. A. Engineering and scientific manpower problems—an annotated bibliog- 
raphy. (Boston: Bur. Bus. and Econ. Research, Northeastern Univ., for Comm. on the 
Development of Engineering Faculties, American Soc. for Engineering Ed. 1957. Pp. 37.) 


Jamieson, S. Industrial relations in Canada. (Ithaca: Cornell Univ. Press. 1957. Pp. ix, 
144. $1.75.) 


Jenxs, C. W. The international protection of trade union freedom. (London: Sweet & 
Maxwell. 1957. £4.40.) 


Mrernyvk, W. H. ann Horowi1z, M. A. Salaries and earnings of engineering teachers 1956. 
(Urbana: American Soc. for Engineering Educ., Univ. of Illinois. 1957. Pp. ii, 19. 25¢.) 


Myrvott, O. Studier i arbeidslonnsteorien. (Studies in the theory of wages.) Diss.: Bergen. 
(Bergen: Norges Handelsh¢yskole. 1956. Pp. 185.) 


Scott, W. H., Hatsey, A. H., Banxs, J. A. anp Lupton, T. Technical change and indus- 
trial relations. A study of the relations between technical change and the social structure 
of a large steelworks. Univ. Liverpool Soc. research ser. (Liverpool: Liverpool Univ. 
Press, 1956. Pp. 326. 17s 6d.) 


Strumiin, S. G. Problemy ekonomiki truda. (Problems of labor economics.) (Moscow: 
Gospolitizdat. 1957. Pp. 733.) 


Troy, L. Distribution of union membership among the states—1939 and 1953. Occas. paper 
no. 56. (New York: Nat. Bur. Econ. Research. 1957. Pp. viii, 32, 75¢.) 


Collective bargaining clauses—dismissal pay. BLS bull. no. 1216. (Washington: Supt. Docs. 
1957. Pp. 28. 25¢.) 


Employee benefit plans, background material. House Committee on Education and Labor, 
85th Cong., 1st sess., April 1957. (Washington: Supt. Docs. 1957. Pp. 249.) 

Investigation oj improper activities in the labor or management field. Hearings before the 
Senate Select Committee on Improper Activities in the Labor or Management Field, 
85th Cong., 1st sess. Pt. 8. (Washington: Supt. Docs. 1957. Pp. 639.) 

National employment services—Belgium. (Geneva: Internat. Lab. Off. 1957. Pp. viii, 
128. 75¢.) 

Petroleum refining—a case study of a modernized petroleum refinery. BLS rept. no. 120. 
(Washington: Supt. Docs. 1957. Pp. 44.) 

Private employee benefit plans—selected annotated references. Rev. ed. (Baltimore: U.S. 
Social Security Admin. 1957. Pp. 36.) 

Report of the Director-General. Internat. Labour Conf., Forty-first sess., 1958, rept. 1. 
(Geneva: Internat. Lab. Off. 1957. Pp. 58. 60¢.) 

Selected references on migratory workers and their families—problems and programs 
1950-1956. (Washington: Bur. Lab, Standards. 1957. Pp. 16.) 


Soviet attitudes and policies toward increasing output of workers. (Washington: Bur. 
Lab. Stat. 1957. Pp. 17.) 


State “right-to-work” laws. (Washington: Bur. Lab. Standards. 1957. Pp. 8.) 


Voprosy metodologii izucheniia i izmereniia proizvoditel’nosti truda. (Problems in the 
methodology of research and measurement of labor productivity.) Academy of Sciences 
of the USSR, proceedings of a conference. (Moscow: Izdatel’stvo Akad. nauk SSSR. 
1956. Pp. 311.) 
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Population; Welfare Programs; Standards of Living 


Banerji, A. K. Story of the swelling numbers in India. (Calcutta: Benson’s. 1956. Pp. 48. 
Rs 1/8.) 

Bever, G. H. anp Rose, J. H. Farm housing. Census monogr. ser. (New York: John Wiley, 
for Soc. Sci. Research Council. 1957. Pp. xi, 194. $6.) 

Bocug, D. J. Components of population change, 1940-50—estimates of net migration and 
natural increase for each standard metropolitan area and state economic area. Stud. in 
population distrib. no. 12, (Miami: Miami Univ., Scripps Found. for Research in 
Population Problems, and Chicago: Univ. of Chicago, for Population Research and 
Training Center. 1957. Pp. v, 145. $3.75.) ; 

Braptey, J. F. anp Wuerry, R. H. Personal and family finance. (New York: Rinehart. 
1957. Pp. xvi, 565. $6.75.) 

Ciecc, H. A. anp Cuester, T. E. Wage policy and the Health Service. (Oxford: Basil 
Blackwell. 1957. Pp. 142. 18s 6d.) 

DonanveE, W. anv Tissitts, C., ed. The new frontiers of aging. (Ann Arbor: Univ. of 
Michigan Press. 1957. Pp. x, 209. $5.) 

This is a collection of papers presented at a research symposium held in connection with 
the 8th Conference on Aging held in 1955 at the University of Michigan. Among the 
papers are two on automation in relation to the older worker (W. Bloomberg, Jr. and 
J. Stern), and others on future trends in our older population (H. D. Sheldon), the 
coming economic challenge of longevity (A. W. Rucker), income and employment (P. O. 
Steiner), employment outlooks for older workers (S. L. Wolfbein). 

Gorpon, M. S. ano Amerson, R. W. Unemployment insurance. (Berkeley: Inst. Indus. 
Relations, Univ. of California. 1957. Pp. xi, 87. 50¢.) 

Levine, S., ANDERSON, O. W. anv Gorvon, G. Non-group enrollment for health insurance 
—a study of administrative approaches of Blue Cross plans. (Cambridge: Harvard Univ. 
Press. 1957. Pp. xi, 171. $5.) 

Moser, C. A. The measurement of levels of living with special reference to Jamaica. 
Colonial research stud. no. 24. (London: H.M. Stat. Off. 1957. Pp. 106.) 

T. Vardebestindighet, ett problem vid sparande, livférsikringar och pensioner. 
(Stability of value, a problem with regard to saving, insurance and pensions.) (Stock- 
holm: Norstedt. 1957. Pp. 276. SKr. 15.) 

Rasuin, A. G. Naselenie Rosit za 100 let 1811-1913. (Russia’s population over 100 years 
1811-1913.) (Moscow: Gosstatizdat. 1956. Pp. 350.) 

Sarkar, N. K. The demography of Ceylon. (Colombo: Ceylon Govi. Press. 1957. Pp. 289. 
Rs 10/45.) 

Stcron, M. Immigration to Israel 1948-1953. Spec. ser. no. 60. (Jerusalem: Falk Project 
for Econ. Research in Israel and Central Bur. Stat. 1957. Pp. xix, 137. $2.) 

Quality control and the consumer—two-day conference in the interest of consumer edu- 
cation, September 5-6, 1957. (New Brunswick: Rutgers State Univ. 1957. Pp. 117.) 


Related Disciplines 


Asuer, R. E., Kotscunic, W. M., Brown, W. A., Jr., GREEN, J. G., Savy, E. J., AND ASSOC. 
The United Nations and promotion of the general welfare. (Washington: Brookings 
Inst. 1957. Pp. xvi, 1216. $8.75.) 

Canninc, R. G. Installing electronic data processing systems. (New York: John Wiley. 
London: Chapman & Hall. 1957. Pp. xiii, 193. $6.) 

Henverer, F. R. A comparative study of the public relations practices of six industrial 
corporations. (Pittsburgh: Univ. of Pittsburgh Press. 1956. Pp. 232.) 

The six corporations studied are: U.S. Steel, Alcoa, Westinghouse, Pittsburgh Plate 

Glass, Koppers, and Dravo. 
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Korot, A. G. Soviet education for science and technology. (New York: Technology Press, 
Mass. Inst. of Tech., and John Wiley. London: Chapman & Hall. 1957. Pp. xxv, 513. 
$8.50.) 

Laves, W. H. C. anp THomson, C. A. UNESCO—purpose, progress, prospects. (Bloom- 
ington: Indiana Univ. Press. 1957. Pp. xxiii, 469. $7.50.) 

Likert, R. AND Hayes, S. P., Jr., ed. Some applications of behavioural research. (New 
York: Columbia Univ. Press. Paris: UNESCO. 1947. Pp. 333. $3.25.) 

Ness, F. W., ed. A guide to graduate study—programs leading to the Ph.D. degree. (Wash- 
ington: Assoc. of Am. Colleges. 1957. Pp. xi, 335. $5.) 

SCHNEIDER, E. V. Industrial sociology—the social relations of industry and the community. 
New York: McGraw-Hill. 1957. Pp. ix, 559. $6.75.) 

Smvon, H. A. Models of man, social and rational—mathematical essays on rational human 
behavior in a social setting. (New York: John Wiley. 1957. Pp. 287.) 

Sniwer, C. F. Local government in rural America. (New York: Appleton-Century-Crofts. 
1957. Pp. x, 584. $6.50.) 

SPEARMAN, D. Democracy in England. (New York: Macmillan. 1957. Pp. xviii, 238. $6.) 

Stamps, N. L. Why democracies fail—a critical evaluation of the causes for modern 
dictatorship. (Notre Dame: Univ. of Notre Dame Press. 1957. Pp. xxvi, 182. $4.) 

Taytor, G., ed. Geography in the twentieth century—a study of growth, fields, techniques, 
aims and trends. 3rd ed. (New York: Philosophical Lib. London: Methuen. 1957. Pp. 
xi, 674. $10.) 

Van Ruessen, H. The society of the future. Transl. from the Dutch and edited under 
supervision of D. H. Freeman. (Philadelphia: Presbyterian and Reformed Pub. 1957. Pp. 
320. $4.95.) 

Issues before the twelfth General issembly. Internat. conciliation no. 514. (New York: 
Carnegie Endowment for Internat. Peace. 1957. Pp. 185. 25¢.) 
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PERIODICALS 


General Economics; Methodology 


Arrow, K. J. Statistics and economic policy. Econometrica, Oct. 1957. Pp. 9. 

FisHMAN, B. G. anp FisHMaAN, L. Public policy and political considerations. Rev. Econ. 
Stat., Nov. 1957. Pp. 6. 

Gorttiies, M. Toward a sociological economics. Indian Jour. Econ., Apr. 1957. Pp. 12. 

Kworr, K. The concept of economic potential for war. World Pol., Oct. 1957. Pp. 14. 

Nevuuauser, G. Zur Klarung einiger Grundbegriffe der theoretischen Wirtschaftspolitik. 
Zeitschr. f. Nationalék., July 1957. Pp. 18. 

Scotto, A. Spirito e materia nelle discipiine economiche e finanziarie. Giorn. d. Econ., 
July-Aug. 1957. Pp. 15. 

Spraos, J. “Common sense” as a cross-check for mathematics. Metroeconomica, Aug. 
1957. Pp. 7. 


Price and Allocation Theory; Income and Employment Theory; 
Related Empirical Studies; History of Economic Thought 


Avcocer Cuittén, F. J. Teoria general de la programacién. II. Algunas ideas de topologia 
aplicables a la teoria de la programacién. De Economia, May-Aug. 1957. Pp. 12. 

AtscHner, G. Rationalitét und Irrationalitét in den wirtschaftlichen Handlungen und ihre 
Erfassung durch die Wirtschaftstheorie. I. Schmollers Jahrb., 1957, LXXVII (5). Pp. 26. 

Berxa, M. Locational problem in the new major branches of Japanese industries from 
1954 to 1956. Kobe Econ. & Bus. Rev., 1957, 4. Pp. 10. 

Brerman, H. anv Smut, S. Capital budgeting and the problem of reinvesting cash pro- 
ceeds. Jour. Bus., Oct. 1957. Pp. 4. 

Bousguet, G. H. Bibliografia rettificatrice e complementare degli scritti di V. Pareto. 
Giorn. d. Econ., July-Aug. 1957. Pp. 11. 

Brems, H. Bruttonationalprodukt og vaekst. Nationalgk. Tids., 1957, XCV (3-4). Pp. 12. 

. Growth rates of output, labor force, hours, and productivity. Rev. Econ. Stat., 
Nov. 1957. Pp. 6. 

Castiction1, P. Indeterminatezza e instabilita dell’equilibrio generale. Giorn. d. Econ., 
July-Aug. 1957. Pp. 8. 

. Programmazione lineare e teoria classica della produzione. (With English sum- 
mary.) Riv. Internaz. di Sci. Econ. e Com., Sept. 1957. Pp. 12. 

Cueex, B. M. Profit margins and wage shares in Australian manufactures, 1945-55. 
Econ. Record, Aug. 1957. Pp. 25. 

Davis, H. B. Hobson and human welfare. Sci. and Soc., Fall 1957. Pp. 28. 

Decucut, Y. The economic theory concieved by Max Weber. Kyoto Univ. Econ. Rev., 
Apr. 1957. Pp. 13. 

Dicxson, H. Om Stockholmsskolans teoribildning. Ekon. Tids., Sept. 1957. Pp. 5. 

Domar, E. D. Depreciation, replacement and growth—and fluctuations. Econ. Jour., Dec. 

1957. Pp. 4. 

Farrett, M. J. The measurement of productive efficiency. Jour. Royal Stat. Soc., 1957. 
CXX (3). Pp. 38. 

Fouraxker, L. E. Marshall’s two concepts of consumer demand. Indian Jour. Econ., Apr. 
1957. Pp. 6. 

. Professor Fellner’s bilateral monopoly theory. So. Econ. Jour., Oct. 1957. Pp. 8. 
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FRANZMANN, J. R. AnD JupcE, G. G. Estimation of response relationships for eggs. Jour. 
Farm Econ., Nov. 1957. Pp. 9. 

Frisco, R. Sur un probléme d économie pure. Metroeconomica, Aug. 1957. Pp. 33. 

Gancemt, L. La teoria dei valori e la formazione della scienza economica contemporanea. 
(Cont.). Studi Econ., Sept.-Oct. 1957. Pp. 27. 

Gottnick, H. Butter demand and inventories. Econometrica, July 1957. Pp. 30. 

Gorman, W. M. How surprising is a chain of coincidences. Metroeconomica, Aug. 1957. 
Pp. 4. 

GrazianI, A. Capitale, progresso economico e instabilita. Giorn. d. Econ., July-Aug. 1957. 
Pp. 36. 

Green, H. A. J. Some logical relations in revealed preference theory. Economica, Nov. 
1957. Pp. 9. 

HetmstApter, E. Produktionsstruktur und Wachstum. 1. Jahrb. f. Nationalok. und Stat., 
Oct. 1957. Pp. 40. 

HovuTHakker, H. S. An international comparison of household expenditure patterns, 
commemorating the centenary of Engel’s Law. Econometrica, Oct. 1957. Pp. 20 

Imacawa, T. Technical complementarity in linear programming. Kyoto Univ. Econ. Rev. 
Apr. 1957. Pp. 18. 

IscHsotpin, B. Zur Grundlegung der modernen Grundrententheorie. Schmollers Jahrb., 
1957, LXXVII (6). Pp. 22. 

Katpor, N. A model of economic growth. Econ. Jour., Dec. 1957. Pp. 34. 

Kwicnt, P. La teoria classica della rendita e Vattuale distribuzione del reddito nazionale 
in Italia. (With English summary.) Riv. Internaz. di Sci. Econ. e Com., July 1957. 
Pp. 10. 

Kortuart, V. N. Reformulation of the consumption goods multiplier. Indian Econ. Jour., 
July 1957. Pp. 10. 

Kret_e, W. Unsicherheit und Risiko in der Preisbildung. Zeitschr. f. die ges. Staatswiss., 
1957, CXIII (4). Pp. 46. 

KrompHarpt, W. Sinn und Inhalt der Priferenzenhypothese in der Wirtschaftstheorie. 
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NOTES 


Simon S. Kuznets, of the Johns Hopkins University, has been appointed chairman of 
the American Economic Association nominating committee. He would appreciate sugges- 
tions for officers for next year at as early a date as possible. 


ANNOUNCEMENT REGARDING THE PROGRAM FOR THE ANNUAL MEETING 
AT CHICAGO, DECEMBER 1958 


The 1958 annual meeting of the Association will be held at the Palmer House, Chicago, 
Illinois, December 27-29. To provide the officers of the Association with more adequate 
information on papers in preparation that might merit a place on the program, last year 
President Copeland inaugurated an open competition. On the basis of this experiment an 
open competition will be repeated this year. Those wishing to enter the competition should 
write Professor James Washington Bell, Secretary, American Economic Association, Evans- 
ton, Illinois, indicating in not more than 100 words the nature of the proposed paper and 
requesting an instruction sheet and entry form. Papers entered in the competition must 
be in the hands of the committee of judges by September 1, 1958. Each paper will be 
identified by code number, and judges will make their selection without knowing the 
names of the authors. The authors of the winning papers will be invited to present them 
in one or more sessions at the Chicago meeting, and the papers will be published in the 
Proceedings. Preference will be given to papers that report on empirical research in prog- 
ress or completed, or those of a theoretical nature that make a contribution towards 
integrating developments in different branches of economics or developments in economics 
and some other social science. 

Grorce W. Stocxine, President 


AWARD OF THE FrANcIs A. WALKER AND JOHN BATES CLARK MEDALS 


At the December 1957 meeting of the Association in Philadelphia, the Francis A. Walker 
medal was awarded to Frank H. Knight, and the John Bates Clark medal was awarded 
to Kenneth J. Arrow. In presenting the medals, George W. Stocking, chairman of the 
Committee on Honors and Awards in 1957 and now president of the Association, made 
the following remarks: 


“The Francis A. Walker award is made ‘not more frequently than once every five years 
to the living [American] economist who in the judgment of the awarding body has 
during his career made the greatest contribution to economics.’ The medal this year is 
being awarded to a social philosopher the depth and breadth of whose thinking has few 
parallels in the history of the social sciences. All economists have lasting indebtedness to 
him for his classic study of the role of the entrepreneur in economic activity, Risk, Un- 
certainty and Profit. Social philosophers everywhere are indebted to him for his continuing 
and penetrating analysis of the relationship between ethics and economics. Distinguished 
scholar, beloved teacher, and profound student, Frank H. Knight has won an enduring 
place in the economists’ Pantheon. On behalf of the American Economic Association, it is 
a privilege and a pleasure to confer on him the Francis A. Walker award. 

“The John Bates Clark award is to be made ‘every two years to that American 
economist under the age of 40 who is adjudged to have made a significant contribution to 
economic thought and knowledge.’ Selecting a recipient for the Clark award has been 
difficult. Under the terms of the award several American economists could qualify. It was 
necessary, however, for the electoral college, i.e., the executive and awards committees, to 
make a choice among the several strong candidates. Kenneth Arrow’s work has been of 
central importance in the field of welfare economics. In his Social Choice and Individual 
Values he put a widely accepted approach to welfare economics into a broader context, 
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demonstrating that this approach was internally inconsistent on the level of generality at 
which it had been used, and he has thereby forced a rethinking of the logical foundations 
of the subject. The rigor of his analysis, the techniques used, and the conclusions reached 
have had what may well prove a lasting impact not alone in economics but in other fields 
dealing with values. On behalf of the Association I take pleasure in awarding the John 
Bates Clark medal to Kenneth J. Arrow.” 


StyLE INSTRUCTIONS 


A revised version of the Review’s Style Instructions for guidance in the preparation of 
manuscripts is now available upon request to the managing editor. In addition to making 
some minor improvements in the form of citations, an alternative method is provided for 
citing works to which reference is made: this is the method, frequently employed in 
scientific publications, of assembling a numbered list of references at the end of the paper 
and of referring to these works in the text by number. Although the older method of foot- 
note citation will still be employed when authors prefer it, the newer method has im- 
portant advantages—for example, it provides a bibliographical list, it saves space and type, 
and it saves the reader from searching for references identified by op. cit. 


SUMMER INSTITUTES FOR FOREIGN STUDENTS PREPARATORY TO 
GRADUATE WorK IN ECONOMICS 


The Ford Foundation has made possible for a three-year period summer institutes to 
provide training in basic economic analysis and in oral and written English for students 
who are entering the United States for graduate work in economics including agricultural 
economics. All expenses of the students, including additional travel, will be paid if neces- 
sary, but the students and their sponsoring institutions will be asked to contribute in so 
far as possible. Colleges, universities and government and international agencies interested 
in this program may recommend candidates for admission to the institutes. Application 
forms for recommending students are being provided by the Institute of International 
Education, 1 East 67th Street, New York 21, N.Y. 


PUBLICATIONS 


In October 1958 the first issue of a new international quarterly, Comparative Studies in 
Society and History, will be published by Mouton of The Hague with several American 
universities as sponsors. The purpose of the journal is to serve as a clearing house for 
substantive work on problems that are common to any two or more of the numerous branches 
of study dealing with man’s life in society. A board of consulting editors is representative of 
comparative politics, comparative literature, economics, sociology, anthropology and 
various fields of history. Economics and economic history are represented by C. Cipolla 
(Venice), J. J. Spengler (Duke University), and C. Verlinden (Ghent). The editor is 
Sylvia L. Thrupp. Correspondence regarding contributions should be directed to the editor, 
Box 222, Faculty Exchange, University of Chicago, Chicago, Illinois. 


Deaths 

Renzo Bianchi, chairman of the department of economics, Carleton College, died Novem- 
ber 30, 1957. 

Benjamin F. Catherwood, retired instructor in economics at Purdue University, died 
January, 1957. 

Herbert Dorn, professor emeritus of economics at the University of Delaware, died 
August 11, 1957. 

Joseph B. Hubbard died December 10, 1957. 


Visiting Foreign Scholars 
P. Sargant Florence, of the University of Birmingham, England, has been appointed 
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visiting professor in political economy at the Johns Hopkins University for the February 
1959 term. 

H. J. Habakkuk, of All Souls College, Oxford University, has been appointed visiting 
Seager Lecturer at Columbia University for the winter semester of 1958-59. 

Alan T. Peacock, of the University of Edinburgh, Scotland, has been appointed visiting 
professor in political economy at the Johns Hopkins University for the October 1958 term. 

Alan R. Prest, lecturer in economics at Christ’s College, Cambridge University, is in 
this country this spring on a Rockefeller travel grant. 

George B. Richardson, of Nuffield College, Oxford University, is studying at Harvard 
University on a Rockefeller Foundation fellowship. He will visit Stanford University 
and other academic centers during the current academic year. 

Francis Seton, of Nuffield College, Oxford University, has been appointed visiting associ- 
ate professor in Russian economics at Columbia University for the winter semester of 
1958-59. 

Thomas Wilson, of University College, Oxford, is visiting professor of economics at 
the University of Oregon in the current spring term. 


Appointments and Resignations 


William H. Anderson, who has returned from a year of service with the International 
Cooperation Administration in Iran, has assumed the chairmanship of the department of 
economics at the University of Southern California. 

Gary S. Becker has been appointed associate professor of economics in the Graduate 
Faculties of Political Science at Columbia University. 

Myrtle Beinhauer, formerly of Drake University and Kansas State College, has been 
appointed assistant professor of economics at Western Michigan University. 

Lewis Bell, formerly research: associate in the Bureau of Business Research, University 
of Kentucky, is now director of the Division of Purchases, Kentucky Department of 
Finance. 

Roy G. Blakey has accepted an appointment as visiting professor of economics at the 
University of New Mexico in the current semester. 

Andrew F. Brimmer, of the Federal Reserve Bank of New York, has also been appointed 
lecturer at The City College, New York City. 

Henry D. Brohm has resigned as professor of marketing at the University of Florida. 

Samuel L. Brown has been appointed to the senior staff of the President’s Council of 
Economic Advisers. 

Robert W. Campbell has been promoted to assistant professor of economics at the 
University of Southern California. 

Joseph Carrabino has been appointed associate professor of production management in 
the School of Business Administration, University of California, Los Angeles. 

Allan M. Cartter is on leave from Duke University to be program associate, Economic 
Development and Administration, the Ford Foundation. 

Abraham Charnes, formerly of Purdue University, has been appointed professor of 
applied mathematics and economics at Northwestern University. 

Irwin Cochran is director of the Bureau of Business Management at the University of 
Illinois. 

John A. Cochran, formerly of the University of Illinois, has been appointed associate 
professor of economics at Southern Illinois University. 

John T. Conlon has been appointed assistant professor of industrial administration in 
the School of Business Administration, University of Massachusetts. 

Leonard T. Conway has been promoted to assistant professor of economics at Hunter 
College. 
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Joseph D. Coppock, of Earlham College, is visiting professor at Indiana University in 
the current semester. 

Ralph K. Davidson has been promoted to associate professor of economics at Purdue 
University. 

Alain Enthoven, of the RAND Corporation, is visiting associate professor at the Uni- 
versity of Washington during the spring quarter. 

G. Heberton Evans, Jr., after a year’s leave of absence, has resumed chairmanship of the 
department of political economy at the Johns Hopkins University. 

Leon S. Felde has been appointed commercial director at the Consulate General of 
Belgium in New Orleans, La. 

Thomas W. Gavett, formerly of the University of Wisconsin, has been appointed assistant 
professor of economics at West Virginia University. 

Alexander Gerschenkron, of Harvard University, is visiting research professor at the 
University of California during the current semester. 

William D. Grampp, of the University of Illinois in Chicago, is visiting professor of 
economics at Indiana University during the current semester. 

Philip B. Hartley has been appointed assistant professor of business administration at 
the University of Kansas. 

Tyler F. Haygood has been appointed professor of economics at the School of Business, 
University of Louisville. 

Rolf Hayn, on a year’s leave of absence from the University of Oklahoma, is working 
for the Treasury Department of the Puerto Rico government, San Juan, Puerto Rico. 

Albert O. Hirschman, of Yale University, has been appointed visiting professor of 
economics in international trade at Columbia University for 1958-59. 

Richard H. Holton, formerly of Harvard University, is an associate professor in the 
School of Business Administration, University of California, Berkeley. 

C. Hayden Jamison, formerly of Beloit College, has assumed the position of economist 
at the Beloit State Bank, Beloit, Wisconsin. 

George Jaszi has resigned from the U. S. Department of Commerce and has accepted a 
senior staff appointment at the Brookings Institution. 

Keith W. Johnson, of the Pacific Gas and Electric Company, San Francisco, has been 
named technical consultant to the Committee on Economic Policy of the Business Advisory 
Council for the Department of Commerce. 

Ronald Jones, formerly of Swarthmore College, has been appointed assistant professor 
at the University of Rochester. 

Robert Judd, formerly of Bradley University, is assistant professor of economics at 
Beloit College. 

William B. Kelly, Jr., formerly with U.S. Department of State, has been appointed 
William L. Clayton instructor and research associate in commercial policy at the Fletcher 
School, Tufts University. 

Milo Kimball has retired from the University of Massachusetts where he was professor 
of business finance in the School of Business Administration. 

John J. Klein has been appointed assistant professor of economics, Oklahoma State 
University. 

Allen Kneese, of the University of New Mexico, has accepted a position as financial 
economist with the Federal Reserve Bank of Kansas City. 

Alfred Kressel has accepted a position on the faculty of the University of Buffalo. 

Kenneth Kurihara, of Rutgers University, has been appointed visiting professor at the 
University of Washington in the spring quarter. 

George E. Lent, formerly with the U.S. Treasury Department and Department of 
Defense, is visiting professor of business economics and director of research at the Amos 
Tuck School, Dartmouth University. 
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Dudley G. Luckett has been appointed instructor in the department of economics and 
sociology at Iowa State College. 

Edward Marcus has been promoted to associate professor of economics at Brooklyn 
College. 

James W. Martin has been transferred from Commissioner of Finance to Commissioner 
or Highways in the state of Kentucky. He is conducting a second-semester seminar on 
government finance administration at the University of Kentucky, where he is director of 
the Bureau of Business Research. 

O. J. McDiarmid is on leave from the International Bank for Reconstruction and 
Development to serve as economic advisor to the Development Board of Iraq. 

George L. Melville, of Knox College, is serving as visiting assistant professor at Indiana 
University during the current semester. 

Aurelius Morgner, of Texas A & M College, is serving as visiting professor of economics 
at the Escola de Sociologia e Politica, University of Sao Paulo, Brazil, from February 
through August, 1958. 

William G. Murray, of the division of agriculture, Iowa State College, has been awarded 
the 1957 Gamma Sigma Delta Award for Distinguished Service to Agriculture. 

Wladimir Naleszkiewicz has been appointed instructor in economics at the Henderson 
State Teachers College, Arkadelphia, Arkansas. 

Ronald R. Olsen, formerly of Ohio University, has been appointed assistant professor of 
labor economics at the University of Kansas. 

Oscar A. Ornati, formerly of Cornell University, has been appointed associate professor of 
economics in the Graduate Faculty of Political and Social Science of the New School for 
Social Research. 

Richard Peirce has been appointed assistant professor of accounting in the School of 
Business Administration, University of California, Los Angeles. 

Jacob Perlman, formerly with the United Nations, has been appointed head of the 
Office of Special Studies, National Science Foundation. 

Kirk R. Petshek has been promoted from assistant director of commerce for economic 
development to urban development and economic coordinator, City of Philadelphia. 

Jack A. Pontney has been appointed instructor in economics at the University of South- 
ern California. 

Philip K. Rahbany has been appointed assistant professor at Western Michigan Uni- 
versity. 

Stanley Reiter has been promoted to associate professor of economics at Purdue Uni- 
versity. 

Philip T. Ries, formerly of the Jenkintown Bank and Trust Company, has accepted a 
Position as assistant title officer and manager of the Jenkintown branch of the Title 
Insurance Corporation of Pennsylvania. 

Richard Rosett, formerly of Yale University, has been appointed assistant professor at 
the University of Rochester. 

David J. Saposs is visiting professor in the Institute of Labor and Industrial Relations, 
University of Illinois, during the second semester of 1957-58. 

Alfred L. Seelye has been appointed dean of the College of Business and Public Service, 
Michigan State University. 

Satya S. Sengupta has been appointed research associate in the department of economics 
and sociology, Iowa State College. 

Robert G. Seymour has been named associate dean of the College of Commerce and 
Business Administration, University of Illinois. 

William K. Sharkey has been promoted to associate professor of economics at Purdue 
University. 
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Ansel M. Sharp has been appointed assistant professor of economics at Oklahoma State 
University. 

Philip Sheinwold has been promoted to assistant professor of economics at Brooklyn 
College. 

George J. Stigler, of Columbia University, has been appointed Walgreen Professor of 
American Institutions and director of the Walgreen Foundation in the School of Business, 
University of Chicago, effective October 1, 1958. 

Frank T. Stockton, retired from the University of Kansas, is now connected with the 
Kansas Civil Defense Survival Project. 

Curwen Stoddart has been promoted to assistant professor of economics at Brooklyn 
College. 

Paul Studensky has resigned as director of the Albany Graduate Program in Public 
Administration to accept a position as senior fiscal consultant with the New York State 
Temporary Commission on the Constitutional Convention. 

Irving Swerdlow has been appointed professor of economics at Syracuse University. 

Raymond D. Thomas, formerly dean of the College of Business, Oklahoma State Uni- 
versity, has been appointed director of the Oklahoma State Department of Commerce 
and Industry. 

Robert W. Travis has been promoted to associate professor of real estate at the Uni- 
versity of Florida. 

Paul M. Van Arsdell is head of the new department of finance, University of Llinois. 

Desider Vikor has been appointed assistant professor of economics at Memphis State 
University. 

William Voris, of Los Angeles State College, is on an International Cooperation Adminis- 
tration assignment in Teheran, Iran. 

Arnold R. Weber has been appointed assistant professor of industrial relations in the 
School of Business, University of Chicago, effective July 1, 1958. 

Frank J. Welch, of the University of Kentucky, is on leave of absence to serve on the 
Board of Directors of the Tennessee Valley Authority. 

Jay W. Wiley has been promoted to professor of economics at Purdue University. 

Robert E. Will has been appointed acting chairman of the department of economics, 
Carleton College. 

Herman J. Wyngarden retired on July 1, 1957 from his post as dean, College of 
Business and Public Service, Michigan State University. 
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VACANCIES AND APPLICATIONS 


The Association is glad to render service to applicants who wish to make known 
their availability for positions in the field of economics and to administrative officers 
of colleges and universities and to others who are seeking to fill vacancies. 

The officers of the Association take no responsibility for making a selection among 
the applicants or following up the results. The Sectetary’s Office will merely afford 
a central point for clearing inquiries; and the Review will publish in this section brief 
description of vacancies announced and of applications submitted (with necessary 
editorial changes). Since the Association has no other way of knowing whether or 
Mot this section is performing a real service, the Secretary would appreciate receivi 
notification of appointments made as a result of these announcements. It is optio: 
with those submitting such announcements to publish name and address or to use a 
key number. Deadlines for the four issues of the Review are February 1, May 1, 
August 1, and November 1. 


_ Communications should be addressed to: The Secretary, American Economic Asso- 
ciation, Northwestern University, Evanston, Illinois. 


Vacancies 


Economics: Instructor or assistant professor, to teach principles of economics and 
one or two advanced courses in finance. Permanent position with opportunity for 
promotion. Teaching experience preferred. Desire man with Ph.D. or with require- 
ments for Ph.D. practically completed. Salary and rank to be determined by edu- 
cation and experience. 
Management: Assistant professor to teach courses in management. Permanent position 
with opportunity for promotion. Ph.D. and teaching experience pref . Good 
opportunity for consulting work in a large industrial center. Salary depends upon 
training and experience. 
Accounting: Instructor or assistant professor to teach courses in accounting. Position 
permanent with opportunity for promotion. Prefer one with C.P.A. and previous 
teaching experience. and rank based upon training and experience. 
Marketing: Assistant professor to teach courses in marketing. Position permanent 
with opportunity for promotion. Prefer one with Ph.D. and previous teaching ex- 
perience. Salary and rank based upon training and experience. Good opportunity for 
consultation work in large industrial center. 

Anyone interested in any of the four positions above is asked to write: Dr. Herman 
P. Thomas, School of Business Administration, University of Richmond, Virginia. 


Accounting and statistics: A leading Southern college will have an opening in Sep- 
tember, 1958, for a young man with or close to his Ph.D. Courses will include ele- 
mentary accounting and statistics. Salary and rank depend upon training and — 
ence. 1 


International economics, money and banking: A medium sized, Midwestern univer- 
sity will have a vacancy in September, 1958, for a young man with or very close to his 
Ph.D. Salary approximately $5,600 for academic year, depending upon training and 
experience. P200 


Social studies: Associate professor or professor of social r4 ~ (depending on ex- 


perience and academic background), beginning September 1, 1958; salary $5,976 or 
$7,206. Master's degree with major training in economics required. Preparation should 
include several of the following areas: economic theory, consumer economics, labor 
problems, international trade, industrial organization, and international economic 
problems. At least thirty credit hours beyond the master’s level are expected and pro- 
motion in rank would require considerable organized study at the doctoral level. 
Write: State University Teachers College, Department of Social Studies, Plattsburgh, 
N.Y. 


Economics: Professor of economics and head of the department in a smali-sized 
liberal arts college located in a metropolitan area in the Middle West. Must be an 
excellent teacher and have completed work for Ph.D. Salary depends upon qualifi- 
cations and experience. P201 


